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NSF’S OVERSIGHT OF THE NEON PROJECT 
AND OTHER MAJOR RESEARCH FACILITIES 
DEVELOPED UNDER COOPERATIVE 
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House of Representatives, 
Subcommittee on Oversight and Subcommittee on 

Research and Technology, 
Committee on Science, Space, and Technology, 

Washington, D.C. 

The Subcommittees met, pursuant to call, at 10:04 a.m., in Room 
2318 of the Rayburn House Office Building, Hon. Barry Loudermilk 
[Chairman of the Subcommittee on Oversight] presiding. 
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U.S. HOUSE OF REPRESENTATIVES 
COMMITTEE ON SCIENCE, SPACE, AND TECHNOLOGY 

HEARING CHARTER 

NSF's Oversight of the NEON Project and Other Major Research Facilities 
Developed Under Cooperative Agreements 

Tuesday, February 3, 2015 
10:00 a.m. - 12:00 p.m. 

2318 Rayburn House Office Building 


Purpose 

On Tuesday, February 3, 2015, the Oversight and Research & Technology 
Subcommittees will hold a joint hearing to review the National Science Foundation’s 
(NSF) oversight and management of the National Ecological Observatory Network 
Project (NEON Project) and other major research facilities developed under cooperative 
agreements. On December 3, 2014, the Committee held a hearing on the findings of two 
financial audits of the NEON Project conducted by the National Science Foundation’s 
(NSF) Office of Inspector General (OIG) and the Defense Contract Audit Agency 
(DCAA).' These financial audits raised concerns about how NSF allowed NEON, Inc.^ 
to use money for typically unallowable expenses such as liquor, lobbying contracts, and a 
$25,000 holiday party. In addition, it was discovered that NSF was aware of 
questionable and unsupported contingency costs in NEON’s proposal, but decided to 
move forward with the project regardless. 

Considering that the NSF funds a variety of large research projects, it is necessary to 
further examine the oversight of American taxpayer dollars to ensure that they are not 
spent frivolously. 

Witnesses 

• Dr. Richard Buckius, Chief Operating Officer, National Science Foundation 

• Dr. James P. Collins, Chairman, National Ecological Observatory Network 

• Ms. Kate Manuel, Legislative Attorney, Congressional Research Service 

Background 

As the primary federal agency supporting basic scientific research, the NSF plays a key 
role in the construction and operation of major research equipment and facilities. NSF 
funds a variety of large research projects, including multi-user research facilities, tools 
for research and education, and distributed instrumentation networks. Funding support 


' Information on the hearing is available at: http://science.house.gov/liearing/t\iH-comniittee-hearing- 
revievv-results-tvYO-audits-national-ecological-observaiorv-network 

^ National Ecological Observatory Network Inc. (NEON) is the independent 501(c) (3) corporation created 
to build, operate, and manage the network. 
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for these projects is coordinated with other agencies, organizations, and countries to 
ensure projects are integrated and compiementary. 

The National Ecological Observatory Network Project 

The NEON Project is a continental-scale ecological observation facility with 62 planned 
sites across the United States sponsored by the NSF to gather and synthesize data on the 
impacts of climate change, land use change, and invasive species on natural resources 
and biodiversity over 30 years. ^ NSF approved the overall project in late 2009 and the 
project manager’s final construction proposal in 201 1. NSF’s review panel 
recommended that the budget for contingency costs be increased from approximately $50 
million to $74 million, which brought the risk-adjusted total cost for the project to $433.7 
million from August 201 1 through July 2016. 

NEON Audits 

Two audits have been completed on NEON. The NSF OIG initiated these audits due to 
concerns identified with the NSF’s lack of monitoring of several high-risk projects prior 
to entering into cooperative agreements and its failure to routinely review the awardee’s 
costs submitted.'* 

In June 201 1, the OIG contracted DCAA to audit NEON’s construction cost proposal. 
After several weeks of work, DCAA advised the OIG that it was cancelling the audit 
because information supplied by NEON was inadequate to complete the necessary 
financial analyses. NSF and the OIG then intervened, enabling DCAA to complete its 
audit. However, before the audit was completed, NSF surprisingly accepted NEON’s 
cost proposal and authorized the award of $433.7 million. 

In September 2012, the audit was finalized. DCAA concluded that NEON’s proposal 
was not acceptable as a basis for negotiation of a fair and reasonable cooperative 
agreement price. Of the proposed $433.72 million project cost, DCAA described 
approximately $102 million as “questionable” and described an additional $52 million of 
proposed costs as “unsupportable.” This audit was transmitted to NSF, accompanied by 
an OIG written alert about excessive costs and accounting deficiencies for major research 
facilities. This alert included a series of recommendations to NSF. 

The OIG subsequently commissioned a second DCAA audit of NEON accounting 
systems. DCAA completed a draft of this audit in May 2013, but it was not forwarded to 
the OIG for review until October 2014, due to internal disagreements within DCAA 
about the scope of the audit. 


^ httD://'vvvvw. neonin.org/about 

“ See NSF OIG’s testimony before the Science, Space, and Technology Committee on Dec 3, 2014: 
http:;'/science.lioiise.gov./siles/reDnblicans.science.house.gov7tlles/documents/hearings/20l4%2012%2003% 
20-%20Lerner%20Te.stimonv%20-%20NEON 1 .pdf 
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DCAA auditors found that NEON used management fees to pay for, among other typical 
federally unallowable expenses, $1 12,000 lobbying contracts, $25,000 for a holiday 
party, and $1 1,000/year for coffee services. 

However, after months of deliberation, senior management at DCAA concluded that the 
detailed information about management fee expenditures by NEON, contained in the 
draft audit exceeded the scope of the assigned audit. This information was omitted from 
the audit report forwarded to the OIG in October 2014. After resolving several technical 
issues, the OIG forwarded the final audit report to NSF in November 2014. As a result of 
their investigation, the OIG referred two cases of suspected fraud within NEON to the 
U.S, Department of Justice. 

Management Fees 

“Management Fees” were created in the early 1960s to cover unallowable costs that 
might otherwise jeopardize the financial stability of a nonprofit entity. The intent was 
that the fees were only to be used for “ordinary and necessary” business expenses.^ 
Concerns have arisen about the use of management fees to cover non-reimbursabie costs 
for Federally Funded Research and Development Centers (FFRDCs) like the NEON 
Project. In its 1982 report, GAO found that awarding a management fee to a quasi- 
govemmental organization was generally problematic. The report also noted that as early 
as 1969, GAO recommended that 0MB adopt government-wide guidelines for use of 
management fees.’’ 

Nevertheless, 0MB has not adopted such guidelines, in.stead leaving it to individual 
federal agencies to devise their own policies for management fees. Until December 24, 
2014, the relevant 0MB Circulars (A-21 and A-122) concerning treatment of costs under 
federal grants and cooperative agreements with non-profit organizations did not address 
the allowability of management fees. OMB’s new Uniform Guidance (which replaces 
those circulars as of January 1, 2015) addresses management fees only in the context of 
forbidding a non-profit entity from deriving a “profit.”’ 

In response to questions that have arisen regarding specific federal agencies’ 
management fee policies, GAO noted that federal agencies differ in oversight of 
management fees for FFRDCs and recommended that agencies share best practices,® 

These cooperative agreements were to build, operate, and maintain NSF’s Major 
Research Equipment and Facilities Construction (MREFC) facilities. According to NSF, 
it provides management fees to some of its large facility awardees to “facilitate their 
basic operations and viability.” NSF permits awardees to use such fees for expenses that 
are otherwise non-reimbursable under the Office of Management and Budget’s cost 


* The NSF OIG, in a November 14, 2014 report entitled, “White Paper on Management Fees,” describes the 
history of management fees for non-profit organizations receiving federal grants, the lack of 0MB 
guidance, and relevant federal agencies’ policies, including NSF, 

* GAO Report, B- 1468 10, Need for Improved Guidelines in Contracting with Government-Sponsored 
Nonprofit Contractors, 

’ Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards, 
Section 200.400(g). 

* GAO-09-15 (October 2008) 
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principles. NSF indicated that it currently pays management fees on seven of its 
cooperative agreements with non-profits corporations. These fees range from .5% to 2% 
of a project’s total cost.^ 

On December 30, 2014, four weeks after this Committee’s first hearing on the issue, NSF 
proposed a new management fee policy,''* NSF described the need for management fees 
for non-profits to pay for otherwise unallowable costs that are considered ordinary and 
necessary business expenses. It also included a non-exhaustive list of potentially, though 
not expressly stated, prohibited expenses such as alcohol, travel for non-business 
purposes, luxury items, and lobbying as set forth in the Uniform Guidance at 2 CFR 
200.450. Furthermore, the proposal, while calling for an undefined periodic review, only 
reduces the amount of the management fee if the policy is not followed. 

By comparison, a recent NASA final regulation prohibits paying a management fee that 
is otherwise unallowable under federal guidelines, effective December 15, 2014." The 
rationale stated by NASA is that according to OMB Uniform Guidance: Cost Principles, 
Audit, and Administrative Requirements for Federal Awards, “Federal agencies are only 
authorized to pay for allowable, allocable, reasonable, and necessary costs.” Under this 
standard, alcohol, excessive parties, and lobbying would be unallowable and thus 
prohibited. 

In 201 1, the Department of Defense (DOD) adopted a slightly different management plan 
for FFRDCs that posits management fees may be Justified to cover certain non- 
reimbursable FFRDC expenses. The main features of DOD’s policy: (1) require grant 
recipients to identify and Justify each management fee expense in its fee proposal; (2) 
prohibit use of such fees for direct or indirect costs; and (3) require the submission of a 
comprehensive, annual fee review. 

Contingency Costs 

In order to keep MREFC project costs from escalating during construction, NSF 
instituted a no-cost overrun policy for MREFC-funded projects, “This policy requires 
that the total project cost estimate developed at the Preliminary Design stage have 
adequate contingency to cover all foreseeable risks, and that any cost increases not 
covered by contingency be accommodated by reductions in scope.”'^ Program managers 
are required to maintain a contingency control log in order to notify NSF of all proposed 
uses of contingency funds. 

According to the now former OMB Circular A-1 10, “The Budget Plan is the financial 
expression of the project or program as approved during the award process ... Recipients 
are required to report deviations from budget and program plans, and request prior 
approvals for budget and program plan revisions, in accordance with this section.” 


’ October 14, 2014 letter from NSF Director Cordova to Senators Charles Orassley and Rand Paul. 

79 Fed. Reg. 78497 (Dec. 30, 2014) 

" 79 Fed, Reg. 67347 (Nov. 13, 2014) 

National Science Foundation Large Facilities Manual, March 31, 201 1, p. 18. 
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Allowable contingency funds in a project budget are defined in the now former 0MB 
Circular A-!22 as costs that can be “foretold with certainty as to time, intensity, or an 
assurance of their happening.” A project contingency acknowledges that specific items 
within an approved project budget plan may be subject to change in cost (e.g., 
construction materials) that cannot be predicted with precision. However, Circular A- 
122, asserts that, “Contributions to a contingency reserve or any similar provision made 
for events the occurrence of which cannot be foretold with certainty as to time, intensity, 
or with an assurance of their happening, are unallowable.”'^ In this case, NEON included 
over $150 million of questionable or unsupportable contingency costs in their proposal. 
Given that this is ultimately the American taxpayer’s money, we expect NSF to explain 
why they awarded this cooperative agreement knowing that information. 


OMB Circular A-122, pp. 26-7.” 
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Chairman Loudermilk. The Subcommittee on Oversight and the 
Subcommittee on Research and Technology will come to order. 

Without objection, the Chair is authorized to declare a recess of 
the Subcommittee at any time. 

Good morning. Welcome to today’s hearing titled “National 
Science Foundation’s Oversight of the NEON Project and Other 
Major Research Facilities Developed under Cooperative Agree- 
ments.” 

Without objection, the Chair authorizes the participation of 
Ranking Member Johnson, Ms. Bonamici, Mr. Grayson, Mr. Bera, 
Ms. Esty, Ms. Clark and Mr. Beyer for today’s hearing. 

In front of you are packets containing the written testimony, bi- 
ographies, and Truth in Testimony disclosures for today’s wit- 
nesses. 

I recognize myself for five minutes for an opening statement. 

Good morning. First, I want to thank our witnesses for being 
here today. I am looking forward to hearing from each of you on 
this very important matter. 

We are here today to discuss the National Science Foundation’s 
oversight of the National Ecological Observatory Network, also 
known as the NEON Project, and other major research facilities de- 
veloped under cooperative agreements. 

The NSF funds a variety of large research projects, including 
multi-user research facilities, tools for research and education, and 
distributed instrumentation networks. In December, the House 
Science, Space, and Technology Committee held a hearing regard- 
ing one of these large research projects, the NEON Project, after 
learning about the mismanagement of appropriated funds. 

Specifically, the hearing discussed the findings of two financial 
audits of NEON conducted by the National Science Foundation’s 
Office of Inspector General and the Defense Contract Audit Agency. 
One of those audits discovered that NEON was allowed to use fed- 
eral money for explicitly unallowable costs, including liquor, lob- 
bying, and a lavish holiday party. Both audits of the NEON Project 
were initiated by the NSF Office of the Inspector General due to 
concerns about the lack of NSF’s review of costs and accounting fi- 
nancial controls of major research facilities prior to entering into 
cooperative agreements. In fact, during its first audit in 2011, 
DCAA had to suspend its audit temporarily as the information sup- 
plied by NEON was inadequate to complete the necessary financial 
analyses. Of the proposed $433.72 million project cost, DCAA iden- 
tified approximately $102 million of these costs as questionable and 
identified an additional $52 million of proposed costs as 
unsupportable. 

The final version of the first DCAA audit was transmitted to the 
National Science Foundation in 2012, accompanied by an NSF Of- 
fice of Inspector General written alert about the excessive costs and 
accounting deficiencies for major research facilities. 

A second audit of the NEON Project, which was completed in Oc- 
tober of 2014, revealed that NSF approved management fees, 
which included paying $375,000 for lobbying, $25,000 for a holiday 
party, and $11,000 a year for coffee services. In addition, according 
to an October 2014 NSF letter to Senators Grassley and Paul, 
NEON isn’t the only cooperative agreement receiving such fees. If 
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one project can get away with this, how do we know they aren’t all 
frivolously spending hard-earned taxpayer dollars? 

As a small business owner and former director of a nonprofit, I 
wholeheartedly understand the importance of accountability. The 
fact that a nonprofit can treat American taxpayer dollars as profit 
without any kind of consequences is absolutely inexcusable. What 
is even more inexcusable is that NSF has received warnings about 
this kind of irresponsible spending over the past four years and has 
not taken adequate measures to resolve the matter. I am not only 
interested in learning about how the federal government can and 
needs to do a better job with transparency and accountability, but 
also how we can ensure that this kind of negligence is not occur- 
ring with other cooperative agreements. 

Taxpayer money should be spent in a responsible way with the 
help of efficient management and oversight. If there are loopholes 
out there allowing this type of unethical spending to occur, then we 
need to get down to the bottom of it and make sure that it can no 
longer happen. 

I look forward to today’s hearing, which I anticipate will inform 
us on how these types of questionable expenses were charged to the 
American people. In the end, though, I hope that this hearing will 
inform us on how to provide better oversight and management of 
federally funded research projects to ensure that taxpayers can 
trust us with their money and know that it will be spent in the 
manner intended. 

[The prepared statement of Mr. Loudermilk follows:] 

Prepared Statement of Subcommittee on Oversight 
Chairman Barry Loudermilk 

Good morning. First I want to thank our witnesses for being here today. I am 
looking forward to hearing from each of you on this very important matter. 

We are here today to discuss the National Science Foundation’s (NSF) oversight 
of the National Ecological Observatory Network, also known as the NEON Project, 
and other major research facilities developed under cooperative agreements. 

The NSF funds a variety of large research projects, including multi-user research 
facilities, tools for research and education, and distributed instrumentation net- 
works. In December, the House Science, Space, and Technology Committee held a 
hearing regarding one of these large research projects, the NEON Project, after 
learning about the mismanagement of appropriated funds. Specifically, the hearing 
discussed the findings of two financial audits of NEON conducted by the National 
Science Foundation’s (NSF) Office oflnspector General (OIG) and the Defense Con- 
tract Audit Agency (DCAA). One of those audits discovered that NEON was allowed 
to use federal money for explicitly unallowable costs, including liquor, lobbying, and 
a lavish holiday party. 

Both audits of the NEON Project were initiated by the NSF Office of the Inspector 
General due to concerns about the lack of NSF’s review of costs and accounting fi- 
nancial controls of major research facilities prior to entering into cooperative agree- 
ments. In fact, during its first audit in 2011, DCAA had to suspend its audit tempo- 
rarily as the information supplied by NEON was inadequate to complete the nec- 
essary financial analyses. 

Of the proposed $433.72 million project cost, DCAA identified approximately $102 
million of these costs as “questionable” and identified an additional $52 million of 
proposed costs as “unsupportable.” The final version of the first DCAA audit was 
transmitted to NSF in 2012, accompanied by an NSF OIG written alert about exces- 
sive costs and accounting deficiencies for major research facilities. 

A second audit of the NEON Project, which was completed in October of 2014, 
revealed that NSF approved management fees, which included paying $375,000 for 
lobbying, $25,000 for a holiday party, and $11,000 a year for coffee services. In addi- 
tion, according to an October 2014 NSF letter to Senators Grassley and Paul, NEON 
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isn’t the only cooperative agreement receiving such fees. If one project can get away 
with this, how do we know they aren’t all frivolously spending hard-earned teixpayer 
dollars? 

As a small business owner and former director of a non-profit, I wholeheartedly 
understand the importance of accountability. The fact that a non-profit can treat 
American taxpayer dollars as profit without any kind of consequences is absolutely 
inexcusable. What is even more inexcusable is that NSF has received warnings 
about this kind of irresponsible spending over the past four years, and it has not 
taken adequate measures to resolve the matter. 

I am not only interested in learning about how the federal government can — and 
needs to — do a better job with transparency and accountability, but also how we can 
ensure that this kind of negligence is not occurring with other cooperative agree- 
ments. Teixpayer money should be spent in a responsible way with the help of effi- 
cient management and oversight. If there are loopholes out there allowing this type 
of unethical spending to occur, then we need to get down to the bottom of it and 
make sure that it can no longer happen. 

I look forward to today’s hearing, which I anticipate will inform us on how these 
types of questionable expenses were charged to the American people. In the end, 
though, I hope that this hearing will inform us on how to provide better oversight 
and management of federally-funded research projects to ensure that taxpayers can 
trust us with their money and know that it will be spent in the manner intended. 

Chairman Loudermilk. I now recognize the Ranking Member, 
the gentlelady from Texas, for an opening statement. 

Ms. Johnson of Texas. Thank you, Mr. Chairman. Before I 
begin my formal statement, I simply want to say that as of this 
morning, we have two additional Members assigned to this Com- 
mittee, so we will be able to organize later this week, and we will 
be ready to act as Subcommittees. 

Let me thank you, and I want to start by saying that I join all 
my colleagues in expressing my dismay that NEON used its man- 
agement fee to pay for lobbying and alcohol and employee morale. 
I think we can all agree that we cannot support these actions. I 
also want to recognize NSF and NEON for adopting reasonable 
limits on what their management fee can be spent on going for- 
ward. 

There is no doubt that some of my colleagues see advantage in 
the negative headlines that have come with the NEON story be- 
cause they can point to those confused claims as evidence that NSF 
is not a careful steward of taxpayers’ dollars. This situation might 
even be viewed by some as justifying the Chairman’s continued ef- 
fort to question peer-reviewed NSF grants for studies that the 
Chairman thinks sound funny. 

That said, I want us all to fully appreciate where the pursuit of 
NEON may lead. Across the government, management fees have 
always been treated the same as profit — that is, they are the com- 
pany’s money. In that regard, I would note that our staff contacted 
GAO when we were seeking a witness because GAO is expert on 
contract matters. However, staff found that when it came to fees 
and their uses, the GAO had nothing to say because they do not 
audit fees or profits. So if we are going to move the goal line for 
NEON and start asking how their fee can be spent and who con- 
trols it, we are on a path to tackle the broader question of what 
everyone else who does business with the federal government does 
with their fees and their profits. 

For example, major defense contractors do the great majority of 
their business with the federal government. These same companies 
spend tens of millions of dollars annually on lobbying. The amounts 
they spend daily on lobbying dwarf the amounts that NEON spent 
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in an entire year. If we are serious about ending such activities, 
we would have to introduce a bill to put significant restrictions on 
all companies’ federal profits and fees. We would adopt such a law 
if we are serious about this issue, but I suspect that our outrage 
is going to begin and end with this one little environmental non- 
profit. 

I also want to point out the absurdity of being outraged at NEON 
for using their fee to pay for unallowable costs. That is because 
under the guidance for management fees, 0MB makes clear that, 
by definition, fees can only be used for unallowable costs. Thus, the 
idea that NSF and NEON colluded to defraud the government into 
paying for unallowable costs by establishing a fee would implicate 
contracting officers all the way back to the Kennedy Administra- 
tion at agencies across the government. Essentially, the NSF In- 
spector General has made a referral to Justice calling for criminal 
prosecution of NSF and NEON employees for doing exactly what 
the law permits them to do. It is hard to see how that represents 
fraud. 

The management fee represents less than one-half a percent of 
the contract costs of the NEON project. The bigger questions — and 
bigger money — are associated with whether NSF has appropriate 
policies to estimate project costs, including contingency costs, and 
whether these policies are consistent with 0MB guidance. 

The NSF IG questions the use of contingency and the way the 
cost estimate on NEON — and every other major equipment project 
at NSF — was done. NSF disagrees. As Dr. Buckius will testify, they 
have gone through the extensive audit disposition and appeal proc- 
ess as laid out at NSF. Having adopted reforms, they feel they are 
fully consistent with OMB’s expectations for how to manage risk 
and estimate costs. A plain reading of OMB’s updated regulations 
unambiguously supports NSF’s position. Yet the IG continues to 
make every effort to have her views adopted. 

To put it mildly, this situation is unfortunate, and it is demor- 
alizing to the agency’s hardworking staff. But this Committee is 
not equipped to solve any of this today. The National Science 
Board, the Foundation’s oversight board, is aware of these issues 
and has a good understanding of them. I hope that the Board will 
consider a careful review of NSF’s practices and policies with re- 
spect to large facilities. If the Board identifies legitimate facilities 
management and oversight concerns, I would be happy to join my 
colleagues in appropriately addressing those concerns. 

In the meantime, I intend to send a letter to GAO asking for a 
review of how agencies estimate costs for major R&D construction 
projects and how they set and manage contingency. GAO should 
look first at how NSF does it, and then provide some comparison 
as to how other agencies do the same things. Perhaps GAO can 
help settle the impasse at NSF. 

In closing, I hope we can keep our rhetoric and our actions today 
measured and based on fact, and be clear that the issues to be con- 
sidered, if we are serious, go far beyond one small environmental 
nonprofit’s use of their fees. 

And with that, Mr. Chairman, I yield back. 

[The prepared statement of Ms. Johnson of Texas follows:] 
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Prepared Statement of Committee on Science, Space, and Technology 
Ranking Member Eddie Bernice Johnson 

Thank you Mr. Chairman, I want to start by saying that I join all my colleagues 
in expressing my dismay that NEON used its management fee to pay for lobbying 
and alcohol and employee morale. I think we can all agree that we cannot support 
these actions. I also want to recognize NSE and NEON for adopting reasonable lim- 
its on what their management fee can be spent on going forward. 

There is no doubt that some of my colleagues see advantage in the negative head- 
lines that have come with the NEON story because they can point to those confused 
claims as evidence that NSE is not a careful steward of taxpayer dollars. This situa- 
tion might even be viewed by some as justifying the Chairman’s continued effort to 
question peer-reviewed NSE grants for studies that the Chairman thinks sound 
funny. 

That said, I want us all to fully appreciate where the pursuit of NEON may lead. 
Across the government, management fees have always been treated the same as a 
profit — that is, they are the company’s money. In that regard, I would note that our 
staff contacted GAO when we were seeking a witness because GAO is expert on con- 
tract matters. However, staff found that when it came to fees and their uses, the 
GAO had nothing to say because they do not audit fees or profits. 

So if we are going to move the goal line for NEON and start asking how their 
fee can be spent and who controls it, we are on a path to tackle the broader question 
of what everyone else who does business with the federal government does with 
their fees and profits. For example, major defense contractors do the great majority 
of their business with the federal government. Those same companies spend tens 
of millions of dollars annually on lobbying. The amounts they spend daily on lob- 
b 3 dng dwarf the amounts that NEON spent in an entire year. 

If we are serious about ending such activities, we would have to introduce a bill 
to put significant restrictions on all companies’ federal profits and fees. We could 
adopt such a law if we are serious about this issue, but I suspect our outrage is 
going to begin and end with this one little environmental non-profit. 

I also want to point out the absurdity of being outraged at NEON for using their 
fee to pay for unallowable costs. That is because under the guidance for manage- 
ment fees, 0MB makes clear that — by definition — fees can ONLY be used for unal- 
lowable costs. 

Thus, the idea that NSE and NEON colluded to defraud the government into pay- 
ing for unallowable costs by establishing a fee would implicate contracting officers 
all the way back to the Kennedy Administration at agencies across the government. 
Essentially, the NSE Inspector General has made a referral to Justice calling for 
criminal prosecution of NSE and NEON employees for doing exactly what the law 
permits them to do. It is hard to see how that represents fraud. 

The management fee represents less than 1/2 a percent of the contract costs of 
the NEON project. The bigger questions — and bigger money — are associated with 
whether NSE has appropriate policies to estimate project costs, including contin- 
gency costs, and whether these policies are consistent with 0MB guidance. 

The NSE IG questions the use of contingency and the way the cost estimate on 
NEON — and every other major equipment project at NSE — was done. NSE dis- 
agrees. As Dr. Buckius will testify, they have gone through the extensive audit dis- 
position and appeal process as laid out at NSE. Having adopted reforms, they feel 
they are fully consistent with OMB’s expectations for how to manage risk and esti- 
mate costs. A plain reading of OMB’s updated regulations unambiguously supports 
NSF’s position. Yet the IG continues to make every effort to have her views adopted. 

To put it mildly, this situation is unfortunate, and it is demoralizing to the Agen- 
cy’s hard-working staff. But this Committee is not equipped to solve any of this 
today. The National Science Board, the Foundation’s oversight board, is aware of 
these issues and has a good understanding of them. I hope that the Board will con- 
sider a careful review of NSF’s practices and policies with respect to large facilities. 
If the Board identifies legitimate facilities management and oversight concerns, I 
would be happy to join my colleagues in appropriately addressing those concerns. 

In the meantime, I intend to send a letter to GAO asking for a review of how 
agencies estimate costs for major R&D construction projects and how they set and 
manage contingency. GAO should look first at how NSE does it, and then provide 
some comparison to how other agencies do the same things. Perhaps GAO can help 
settle this impasse at NSE. 

In closing, I hope we can keep our rhetoric and actions today measured and based 
on fact, and be clear that the issues to be considered, if we are serious, go far be- 
yond one small environmental non-profit’s use of its fee. 
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With that I yield back. 

Chairman Loudermilk. So we are honored to have the presence 
of the Chairman of the full Committee with us here today, and so 
I now recognize the Chairman of the Science, Space, and Tech- 
nology Committee, the gentleman from Texas, Mr. Smith, for an 
opening statement. 

Chairman Smith. Thank you, Mr. Chairman, and Mr. Chairman, 
also, congratulations on having the first hearing of the Oversight 
Subcommittee of the year, and I appreciate your leadership of the 
Subcommittee. 

I also want to say to the Ranking Member, I will be happy to 
join her in the letter that she referred to a couple of minutes ago. 

Mr. Chairman, this morning’s hearing will focus on one of the 
National Science Foundation’s largest major research facility 
projects, the National Ecological Observatory Network, or NEON 
Project. We are fortunate to have with us the Chief Operating Offi- 
cer of the NSF, the Chief Executive Officer of NEON Incorporated, 
the nonprofit that manages the NEON Project, and a representa- 
tive from the Congressional Research Service. Our witnesses will 
discuss the process for awarding, managing and overseeing this 
$433 million cooperative agreement between the NSF and NEON. 
Under this cooperative agreement, NSF has committed to pay up 
to $433 million to NEON for design, construction and initial oper- 
ation of a national network of ecological sensors. The NEON project 
is the first of its kind, and it is also a huge public investment. 

To assure taxpayer money is spent appropriately and as effi- 
ciently as possible, NSF and NEON needed to work together close- 
ly. As we heard at the first NEON hearing, the Inspector General’s 
independent audit of NEON’s cost proposal identified more than 
$150 million in unsupported or questionable costs. Most or sub- 
stantially all of these costs might have been resolved by NSF and 
NEON, but NSF simply went ahead and made the NEON award. 
A subsequent audit of NEON’s accounting system revealed a num- 
ber of inappropriate NEON expenditures, including lobbying, par- 
ties, and travel, all financed by the management fee NSF agreed 
to pay NEON for ordinary and essential business expenses. These 
expenditures were brought to our Committee’s attention and to 
public attention by a whistleblowing auditor at the Defense Con- 
tract Audit Agency, which did both audits for the NSF IG. 

The results of the two independent audits and other information 
show there have been significant lapses in communications and fi- 
nancial controls for the NEON project. In the testimony we will 
hear today, NEON acknowledges that it has made some serious 
mistakes. For its part, NSF has already made some internal 
changes and has issued draft regulations to prevent expenditure of 
federal funds on expensive parties and other inappropriate activi- 
ties. 

The basic responsibility of any government agency is to act in the 
national interest. I hope we can develop a solution, including the 
possibility of legislative action, so that this misuse of funds does 
not happen again. We must remember it is the people’s money, not 
the government’s money. 

This unfortunate situation illustrates the importance of adequate 
Congressional oversight of federal agencies. The NEON project’s 
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problems may have never been brought to light except for the in- 
terest and actions our Committee has taken. 

Thank you, Mr. Chairman, and yield back. 

[The prepared statement of Mr. Smith follows:] 

Prepared Statement of Committee on Science, Space, and Technology 
Chairman Lamar Smith 

This morning’s hearing will focus on one of the National Science Foundation’s 
(NSF’s) largest major research facility projects, the National Ecological Observatory 
Network, or NEON. 

We’re fortunate to have with us the Chief Operating Officer of the NSF, the Chief 
Executive Officer of NEON Incorporated, the non-profit that manages the NEON 
Project, and a representative from the Congressional Research Service. 

Our witnesses will discuss the process for awarding, managing and overseeing 
this $433 million cooperative agreement between the NSF and NEON. 

To be clear, this is a cooperative agreement, not a grant, so the NSF and NEON 
should have worked closely together throughout the agreement to prevent what has 
occurred here. 

The NSE entered into an agreement with NEON to develop, construct and operate 
the project’s network of sensors. This agreement was valued at over $400 million. 

An audit of NEON’s cost proposal identified more than $150 million in unsup- 
ported or questionable costs. It also indicated that a “fair and reasonable basis” did 
not exist for NSE to enter into the cooperative agreement with NEON. 

But NSF did not wait for the audit results and went ahead and awarded the $400 
million agreement to NEON. 

During a second audit of NEON’s management, several highly questionable ex- 
penditures of taxpayer funds were discovered. This includes hundreds of thousands 
of dollars spent on lobbying, lavish parties, and liquor for office happy hours. 

Thankfully, Congress and the public were made aware of these questionable ex- 
penditures when a whistleblower came forward. 

This morning, I hope to hear why NEON concluded, for example, that spending 
$25,000 for a holiday party was an appropriate use of federal funds? And why did 
the National Science Eoundation allow this to happen? 

The NSF must be held accountable for how they spend millions of teixpayers’ dol- 
lars. Unfortunately, this appears to be another example of waste and misuse of tax- 
payer funds we’ve seen too often at the NSF. 

'The basic responsibility of any government agency is to act in the taxpayers’ in- 
terest. I hope we can develop a solution so that this misuse of funds does not hap- 
pen again. We must remember that it is the people’s money, not the government’s 
money. 

Chairman Loudermilk. Thank you, Mr. Chairman. 

If there are Members who wish to submit additional opening 
statements, their statements will be added to the record at this 
point. 

At this point I ask unanimous consent that the following docu- 
ments be entered into the record. We have an email, the letter to 
Senators Grassley and Paul as well as the National Science Foun- 
dation Business Systems Review. Without objection, we will have 
these entered into the record. 

[The information appears in Appendix II] 

Chairman Loudermilk. At this time I would like to introduce 
our witnesses today, and thank you for being here. We appreciate 
your attendance. 

Our first witness is Dr. Richard Buckius. Did I pronounce that 
correctly? 

Dr. Buckius. Perfect. 

Chairman Loudermilk. All right. Thank you. Dr. Richard 
Buckius, who is the Chief Operations Officer for the National 
Science Foundation. Thank you for being here. 



15 


Our second witness is Dr. Janies Collins, who is the Chairman 
of the National Ecological Observatory Network Incorporated. As 
well, thank you for being here. 

And finally, our final witness is Ms. Kate Manuel. Is that right? 
All right. Who is a Legislative Attorney with the Congressional Re- 
search Service. Again, thank you for being here. 

Pursuant to Committee rules, all witnesses will be sworn in be- 
fore they testify, and I understand that Ms. Martha Rubenstein — 
is that correct — Chief Financial Officer for the NSF, will be advis- 
ing Dr. Buckius in answering questions on the record. Ms. 
Rubenstein, please also stand to be sworn in. So if I could have all 
the witnesses please stand and raise your right hand? Do you sol- 
emnly swear or affirm that the testimony that you are about to 
give will be the truth, the whole truth and nothing but the truth, 
so help you God? Let the record reflect that the witnesses answered 
in the affirmative. Thank you, and please be seated. 

In order to allow for discussion, please limit your testimony to 
five minutes. Your entire written statement will be made part of 
the official record. 

I now recognize Dr. Buckius for five minutes to present his testi- 
mony. 

TESTIMONY OF DR. RICHARD BUCKIUS, 

CHIEF OPERATING OFFICER, 

NATIONAL SCIENCE FOUNDATION 

Dr. Buckius. Mr. Chair, Ranking Member and Members of the 
Subcommittee, thank you for the opportunity to testify today. My 
name is Richard Buckius. I am the National Science Foundation’s 
Chief Operating Officer, a position I assumed just in the fall of 
2014. 

As you have just been told, Marty Rubenstein, a colleague, is the 
Chief Financial Officer at NSF, and she will be joining me later to 
answer the questions and answers. 

The objective of my oral comments are to address your specific 
questions and to focus on moving forward to improve NSF’s proc- 
esses related to our major research facilities. 

To make two important context points before I answer the ques- 
tions you have raised, the National Science Foundation supports 
fundamental research in the frontiers of knowledge across all fields 
of science and engineering primarily through financial assistance 
awards. That is, our grants and cooperative agreements. The NSF 
Act of 1950 expressly focuses NSF investments on extramural re- 
search, prohibiting direct operations of laboratories. It makes us 
different than some of our sister agencies. 

The Federal Grant and Cooperative Agreement Act helps deter- 
mine the mechanisms that NSF uses for its awards. The coopera- 
tive agreements are used if substantial involvement is expected by 
the awarding agency beyond that of routine monitoring and tech- 
nical assistance. We use this mechanism to allow the scientific jus- 
tifications, designs and specifications to be prepared by the science 
and engineering community to permit NSF’s involvement in over- 
seeing the scientific progress and investments, and to provide NSF 
the flexibility to address emerging needs of science and engineering 
communities. 
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Second, the management of major research facilities such as 
NEON is of critical importance to the Foundation. As you will hear 
from Dr. Collins, this is a one-of-a-kind continental-scale research 
instrument consistent of geographically distributed cyher-enabled 
networks of sensors and biological instruments. NSF relies on out- 
side groups such as NEON Incorporated to build, manage and oper- 
ate these unique scientific facilities. Management fees allow these 
groups to be viable and are an important tool for the stewardship 
of taxpayers’ dollars. Taxpayers, NSF, the scientific community and 
the Nation would be ill served if these groups struggle financially 
or if they fail. 

NSF acknowledges that some of the activities that NEON Incor- 
porated engaged in using the management fees showed poor judg- 
ment even if they are not in violation of any law or regulation gov- 
erning the use of these funds. The Foundation has learned a num- 
ber of lessons about the governance of large facilities’ management 
fees due to this event and has put in place significantly tighter 
oversight. 

Now to your questions. First, like all federal agencies, NSF em- 
braces organizations only for — excuse me — reimburses organiza- 
tions only for costs incurred under federal awards that are deter- 
mined to be allowable, allocable and reasonable under federal cost 
principles. NSF has controls in place to prevent the reimbursement 
of costs that are unallowable under federal cost principles. NSF has 
strengthened requirements set forth by the agency’s large facilities 
manual for prospective large facility awardees to provide adequate 
documentation for cost estimates and through gateway reviews of 
these projects. 

Second, regarding use of management fees, as you have heard, 
GAO has concluded that the use of management fees for at least 
some non-reimbursable expenses incurred by nonprofit organiza- 
tions represent legitimate needs of the organization and they ben- 
efit the U.S. government. Although the payment of management 
fees has been a longstanding, legally permissible practice at NSF 
and other agencies, guidance on those fees, either government wide 
or at NSF, has not been as clear as we need, and enhanced proce- 
dures to monitor its use need to be put in place. To this end, I have 
asked our Chief Financial Officer to work aggressively to complete 
new policy implementations that will provide specific guidelines on 
the use of management fees and implement controls to monitor the 
actual management fee used by awardees to ensure that it is con- 
sistent with the intended purposes. 

These proposed new policies have recently been published in the 
Federal Register, and NSF is moving forward with implementing 
their use and evaluating these fee requests. 

And finally, the contingency cost estimates. NSF is fully compli- 
ant with the Office of Management and Budget guidance on the 
use of contingency fees estimates including when such estimates 
may be included in financial assistance awards. This guidance has 
recently been clarified by 0MB and follows industry and govern- 
ment best practices on the construction of large facilities. NSF’s 
strengthened requirements for cost estimates at gateway reviews 
incorporate these best practices. 
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Mr. Chair, although NEON Incorporated used the management 
fees in technically permissible under NSF’s awards, NSF shares 
the Committee’s concerns on the use of management fees. We have 
used the situation to clarify our policies and procedures in award- 
ing the oversight of such fees. It is only through the strong support 
of the IG, our Inspector General, and the Congress that complete 
oversight of taxpayer resources can ultimately b^e achieved, and we 
appreciate the support. 

Again, thank you for the opportunity to testify. The NSF CFO 
and I look forward to your questions. 

[The prepared statement of Dr. Buckius follows:] 
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Madam Chairwoman, Mr, Chairman and Members of the Committee, thank you for this 
opportunity to discuss NSF’s oversight of the NEON project and other major research facilities 
developed under cooperative agreements. 

The National Science Foundation (NSF) supports fundamental research at the frontiers of 
knowledge across all fields of science and engineering. NSF serves the national interest as stated 
by NSF’s mission to promote the progress of science; to advance the national health, prosperity 
and welfare; to secure the national defense; and for other purposes; and we do so through our 
investment in a portfolio of more than 42,000 active awards. As part of our mission, NSF funds 
major research facilities such as NEON, the National Ecological Observatory Network, NEON 
is a one-of-a-kind continental-scale research instrument consisting of a geographically- 
distributed complex cyber-enabled network of sensors and biological instruments that will, 
among other advances, use airborne remote sensing data to improve our fundamental 
understanding of biology, emerging disease, water use, invasive species, and agricultural, 
forestry, and urban land-use. 
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NEON Incorporated, which is responsible for the NEON project, is a private, non-profit 
corporation to whom NSF has provided federal financial assistance for the design, construction 
and early operations of the NEON network. Support for NEON began in 2007 with construction 
of the NEON project initiated in 201 1, and early operations of the network began in 2014. NSF 
support for NEON construction and its operation is provided under a series of cooperative 
agreements, a federal financial assistance instrument. 

Mr. Chairman and Madam Chairwoman, it is important to note that NSF acknowledges 
that NEON could have shown better judgment in the use of their management fee - even if they 
were not in violation of any law or regulation governing the use of those funds. The Foundation 
has learned a number of lessons about the governance of large facilities and management fees 
due to this event and has put in place changes to help ensure proper stewardship. 

The management of these large faeilities is of critical importance to the Foundation. NSF 
sometimes relies on small consortiums formed by the research community to build, manage, and 
operate unique scientific facilities to deliver cutting edge science to the nation. Management 
fees allow those groups to be viable and are an important tool for good stewardship of taxpayer 
dollars. Taxpayers, NSF, the scientific community and the nation would be ill-served if those 
groups struggled with financial resources, or if they failed. 

Due to the importance of research facilities to the Foundation and based upon the lessons 
learned from this event, NSF is putting in place tighter oversight of this critical tool. My 
testimony below will go into greater detail of these changes. As requested, I will focus on the 
three issues related to (i) unallowable costs, (ii) management fees, and (iii) contingency cost 
allowances. 

Unallowable Costs. NSF, like other federal agencies, reimburses organizations for costs 
incurred under federal awards that are determined to be allowable, allocable, and reasonable 
under federal cost principles. NSF has controls in place to prevent the reimbursement of costs 
that are unallowable under federal cost principles. To ensure the proper accounting of funds in 
accordance with federal standards, NSF looks to the provisions of the Single Audit Act of 1984. 
Pursuant to that Act, and as directed by Congress and the Office of Management and Budget, 
NSF relies on the work of non-Federal auditors performing annual OMB-prescribed A-133 
audits which constitute the federal standards for performing audits of states, local governments, 
and non-profit organizations. These audits help ensure compliance with federal requirements 
and are designed to provide adequate assurance that funds under federal financial assistance 
awards such as NEON are properly spent. 

Additionally, NSF supplements these legislatively mandated and OMB-required audits 
with other post-award monitoring activities that the agency undertakes, such as accounting 
system reviews, formal business systems reviews covering internal controls for financial and 
other business functions, site visits including the examination of cost records, and indirect cost 
rate reviews that are part of the agency’s obligation to establish indirect rates under certain 
awards including NEON. 


Page 2 of 8 
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I would also tike to note that in addition to these established cost monitoring controls, 
NSF has also undertaken new additional cost control measures under large facility construction 
projects such as NEON to provide additional assurance that awards only include amounts for 
allowable costs. As part of these strengthened procedures, NSF will now obtain full formal 
audits of awardees’ accounting systems and practices prior to entering into future large facility 
construction cooperative agreements totaling $100 million or more in those cases where NSF is 
the cognizant agency and where such an audit has not been performed within the past two years. 
In addition, NSF has strengthened requirements set forth in the agency’s Large Facilities Manual 
for prospective large facility awardees to provide adequate documentation of cost estimates at 
gateway reviews and throughout the project. These requirements, and the recently implemented 
requirement to obtain independent cost reviews by outside parties prior to the award of large 
facility construction projects, are designed to provide NSF management with additional 
confidence in the estimated total project costs for these awards. 

Management Fees. The use of management fees by non-profit organizations such as NEON 
Inc. has been a topic of government review many times in the past. Dating back to the Bell 
Report of 1962 issued by the Bureau of the Budget and signed by President Kennedy, the 
Government has recognized the need to provide fees to non-profit organizations. Whereas fees 
paid to for-profit entities provide contributions to profits, modest fees paid to nonprofit 
organizations provide some degree of operational stability, including operating capital and the 
ability to meet ordinary business expenses not reimbursable under Federal awards. Since 1969 
the Government Accountability Office has concluded that at least some non-reimbursable 
expenses incurred by non-profit organizations represent legitimate needs of the organization and 
do benefit the U.S. Government.^ Both the U.S. Department of Defense and the U.S. 
Department of Energy have published regulations on fees.^ 

Performance of cooperative agreement awards by non-profit organizations for the 
operation and management of large, complex programs entail business risk similar to those 
assumed under execution of a contract. Many expenses covered under a management fee are 
appropriate for the normal conduct of business, such as certain types of equipment purchase, 
meeting interest payments on some forms of debt, paying certain legal expenses, financing of 
essential facilities deemed necessary to operations, and other purposes. 

Some non-profit organizations have limited or no other financial resources to cover 
certain necessary business expenses that may not be reimbursable under their federal awards. 
These organizations have limited or no outside sources of income to accumulate earnings or 
assets, and therefore may have no alternate means to recoup certain costs. While we agree with 
the Committee that payments of management fees should not be used for expenses that do not 
support the goals of the research project being conducted, we note that there are legitimate and 
well-founded purposes for providing management fee to non-profit organizations in limited 
circumstances, and in fact these organizations could not effectively support major research 


' Bureau of the Budget Report to the President on Government Contracting for Research and Devetopment. pp. 404 1 (April 30, 1 962). 

■■ GAO/PLRD-82-54, GOVERNMENT OPERATIONS: Fee Giiideiines Still Needed for Government-Sponsored Nonprofit Orcrnnizations (July 7, 
1 982), p, 4, referring to a 1969 GAO report (B- 1468 10) titled Need for Improved Guidelines in Contracting for Research with Government- 
Sponsored Nonprofit Contractors . 


' 48 CFR 2 10404-74, Fee requirements for FFRDCs, U.S. Department of Defense and 48 CFR 91O.\S0A-\-2,Speciat considerations: 
Laboratory management and operations, U.S. Department of Energy. 
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facility projects without relying on a management fee. This fact has been re-iterated in several 
Government reports, including the aforementioned Bell Report and GAO reports. 

As previously noted, management fees ean be used to provide an amount for working 
capital that may be necessary to ensure a level of retained earnings available to the organization 
in order to secure credit and borrowing to assure the financial health of the organization. 
Allowances for facilities capital may be necessary to allow an organization to acquire major 
assets and to address expenses that require immediate substantive financial outlays but that are 
only reimbursed by the government through depreciation or amortization over a period of years. 
Finally, management fee can provide amounts for other expenses that are necessary to support 
completion of a project but that are not otherwise reimbursable. Examples of potential 
appropriate needs of an organization include contract terminations and losses, certain appropriate 
educational and public outreach activities, and providing financial incentives to obtain and retain 
high caliber staff 

Initial consideration by NSF to pay a management fee to NEON Inc. began in 2008, after 
NSF became aware of the fact that as a newly formed entity without retained earnings or 
unrestricted assets, the organization was having problems securing credit. Practically speaking, 
NEON was unable to secure purchase cards for employees to make purchases necessary to 
support the project based on the fact that the organization had no collateral assets. Subsequently, 
in December 2008 NEON Inc. made a formal request to NSF for the payment of a management 
fee under the award. The request included information on intended uses of the management fee, 
including such items as contract terminations and losses, outreach activities, personnel related 
expenses, business meals and other activities. From 2008 to present, NEON has received a 
management fee amounting to approximately one-half of one percent of estimated award costs, 
or approximately $1 .7M. The NSF organization responsible for management of the NEON 
cooperative agreement reviewed and approved the request consistent with the established agency 
practice of allowing the payment of a management fee under certain circumstances. After the 
initial determination of the management fee amount, NSF did not monitor or request data 
specific to actual fee usage since the management fees are not provided as reimbursement of any 
specific incurred cost, but instead are provided as an earned fee or profit. This determination not 
to monitor fee use was considered by NSF to be consistent with federal policy concerning the 
payments of fees or profits to organizations. Recently implemented updates to 0MB policy 
guidelines in the Uniform Administrative Requirements, Cost Principles, and Audit 
Requirements for Federal Awards (termed Uniform Guidance), contain provisions stating that 
where expressly authorized by the terms and conditions of the Federal award, profit may be 
earned or kept by organizations perfomiing federal financial assistance awards. 

Since management fees are to address legitimate expenses that cannot otherwise be 
reimbursed as a cost, more controls need to be put in place to ensure that planned uses of 
management fees are consistent with those limited and specific uses I have described. NSF 
agrees that amounts provided to organizations for a management fee warrant careful 
consideration of the benefits that would be obtained by NSF for providing the fee. Although 
payment of management fees has been a long-standing practice at NSF, guidance on those fees 
has not been clear and formalized, and procedures to monitor its use need to be put in place. To 
this end I have asked our Chief Financial Officer to work aggressively to complete new policy 



22 


implementation that will provide specific guidelines on when management fees are warranted 
under agency financial assistance awards, provide information on appropriate uses for 
management fee, and implement controls to monitor actual management fee use by awardees to 
ensure that the use is consistent with intended purposes when the fee is established. These 
proposed new policies have recently been published in the Federal Register, and NSF is moving 
forward with implementing their use when evaluating management fee requests. These new 
policy requirements address the fact that a management fee is not to be used to provide 
organizations a means to cover expenses such as alcoholic beverages, personal or luxury items 
for employees, non-business related travel, or any activities that would contravene federal 
restrictions on lobbying. The new policy will also require that organizations requesting 
management fee provide information on actual uses of any management fee previously awarded 
by NSF in the preceding five-year period. When considering management fee for future awards, 
NSF will examine the extent to which awardee fee proposals have proven reliable when 
compared with actual uses of management fee. NSF will perform periodic reviews of 
management fee use under awards during performance of the project, and will examine the 
extent to which awardee fee proposals have proven reliable when compared with actual uses of 
management fee. Failure to reasonably adhere to planned uses of fee may result in reduction of 
future management fee amounts under the award. 

NSF believes that the new policies that I have outlined will provide additional controls 
over management fee, and will help ensure its intended use. Since management fees are 
intended to address the types of legitimate costs that 1 have described, the agency needs to ensure 
that actual use of the fee is consistent with the intended use when the fee is negotiated, in that the 
actual fee amount is based on the representations made by the organization on its intended use. 
The strengthened policies that the agency is putting in place to determine and monitor 
management fee will help to ensure that use of the fee for reasons not consistent with the intent 
of the research project do not take place. 

In sum, although NEON Inc.’s use of the management fee is technically permissible 
under NSF’s award, we share your concerns that NEON could have shown better judgment in the 
use of their management fee. In fact, NSF has initiated action to address NEON Inc.’s 
management fee expenditures. NSF did not approve a request by NEON Inc. to increase their 
management fee under the award based on the unresolved issue identified and has also deferred 
the award of a management fee for early operations of the NEON network pending resolution of 
this matter. NSF is now in the process of analyzing data that we have requested and that has 
been provided by NEON Inc. detailing its past use of management fee under the NEON award. 
Similarly, NSF is also in the process of addressing the use of management fee under the other 
fourteen cooperative agreements where management fee has been provided. We share the 
Committee's concern that this review be completed expeditiously. 

Contingency Cost Allowances. The matter of calculation and use of contingency cost 
allowances under NSF major research facility awards has been an outstanding issue between 
NSF and our Office of Inspector General since 2011. At that time, three audits commissioned by 
the OIG and performed by the Defense Contract Audit Agency determined that budget estimates 
under three major research projects being undertaken by the Agency, including NEON, had 
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questioned costs estimates. Of those questioned budget items were approximately $223 million 
in questioned amounts associated with contingency estimates which are now resolved. 

Contingency estimation, which is a long standing project management practice that has 
been addressed in numerous professional publications, has recently also been addressed by 
OMB’s Uniform Guidance. Per the OMB guidance, contingency is that part of a budget estimate 
of future costs, typically of large construction projects, IT systems, or other items approved by 
the Federal awarding agencies, which is associated with possible events or conditions arising 
from causes, the precise outcome of which is indeterminable at the time of estimate, and that 
experience shows will likely result in additional costs for the approved activity or project. 

Although NSF has in the past typically included contingency estimates in large facility 
construction awards, the NSF Office of Inspector General has disagreed with the amounts being 
included. For example, disagreements have arisen between NSF and the NSF OIG around what 
constitutes acceptable budgeting practices for contingeney. There is a distinct difference 
between the concepts of responsibly budgeting for contingencies (using a risk-based 
methodology to estimate variations in established allowable construction costs under the cost 
principles) and the cost of paying into a general, non-specific contingency reserve. The latter is a 
separate cost category that is unallowable. OMB has recently clarified the difference between 
the two concepts. The OIG has taken a different interpretation of OMB policy and has 
extrapolated the term “certainty requirement” contained in the OMB guidance to mean that all 
costs associated with contingency estimates must be known in advance as to their time, intensity, 
and assurance of happening. This is not a position taken by the Agency, nor is it consistent with 
accepted best-practices. 

In several audits, the OIG has cited the contingency provision of 2 CFR Part 220, and 
concluded that proposal budgets did not meet the certainty requirement of the aforementioned 
cost principle, nor did the estimate rest on adequate supporting documentation. However, as 
noted above, OMB has recently addressed these matters explicitly in publishing the Uniform 
Guidance and the rule-making process. OMB noted that the text addressing the use of 
contingency budgets in federal awards included in the proposed rule represented a clarification, 
not the adoption of a revised cost principle. As clarified by OMB through Uniform Guidance, a 
distinction is made between including contingency as part of budget estimating for large, 
complex activities such as large facility construction projects, (see paragraph (b) below), which 
is permissible, versus payments made to an organization’s contingency reserve, (see paragraph 
(c) below), which are not. Thus, the OMB Uniform Guidance, 2 CFR §200.433, is determinative 
in this matter: 

(b) It is permissible for contingency amounts other than those excluded in paragraph (b)(1) 
of this section to be explicitly included in budget estimates, to the extent they are necessary 
to improve the precision of those estimates. Amounts must be estimated using broadly- 
accepted cost estimating methodologies, specified in the budget documentation of the Federal 
award, and accepted by the Federal awarding agency. As such contingency amounts are to 
be included in the Federal Award ...” 
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(c) Payments made by the Federal awarding agency to the non-Federal entity’s “contingency 
reserve” or any similar payment made for events the occurrence of which cannot be foretold 
with certainty as to the time or intensity, or with an assurance of their happening, are 
unallowable ..." 

Efforts to resolve disagreements between the Office of Inspector General and the NSF 
Office of Budget, Finance and Award Management on this matter, including through re-audit of 
the three major research facility projects, failed to resolve differences on whether amounts for 
contingency estimates were appropriate for inclusion in award budgets. Based on this impasse, 
and in accordance with federal policies set forth by 0MB for resolving differences between 
agencies and audit organizations such as Offices of Inspectors General, recommendations made 
by the OIG concerning contingency estimates as well as concerning other matters associated 
with cost management oversight of major research facility projects, were escalated to the Agency 
Audit Follow-up Official in May 2014. The escalated recommendations were first reviewed by 
Dr. Cora Marrett, Deputy Director of NSF, as the agency Audit Follow-up official, and 
subsequently were re-evaluated by myself. In October 2014, after careful review of the 
documentation provided to me on the matter, in the capacity of Agency Audit Follow-up Official 
I determined that NSF’s practices on estimating and using contingency estimates properly follow 
0MB guidance by including the contingency in the award. 

My determination that contingency estimates be included in budget proposals for major 
research facility awards included consideration of the recently clarified guidance from 0MB. 

The updated 0MB policy guidance also explicitly states that except for certain restrictions that 
NSF is compliant with, amounts for contingency estimates may be included in financial 
assistance awards. 

Conclusion. To summarize: 

• NSF, like other federal agencies, only reimburses organizations for costs incurred under 
federal awards that are determined to be allowable, allocable and reasonable under 
federal cost principles. NSF has strengthened requirements, including those set forth in 
the agency’s Large Facilities Manual for prospective large facility awardees to provide 
adequate documentation of cost estimates at gateway reviews and throughout the project. 

• The Government Accountability Office has concluded that the use of management fees 
for at least some non-reimbursable expenses incurred by nonprofit organizations 
represent legitimate needs of the organization and that they benefit the U.S. Government. 

• NSF is fully compliant with 0MB guidance on the use of contingency. Except for certain 
restrictions NSF is compliant with, amounts for contingency estimates may be included 

in financial assistance awards. 

Madam Chairwoman and Mr. Chairman, although NEON Inc.’s use of the management 
fee is technically permissible under NSF’s award, NSF shares the Committee’s concerns that 
NEON could have shown better judgment in the use of their management fee. We are following 
up with NEON on those findings. In addition, we have used this situation to clarify our policies 
and procedures in the awarding, and oversight, of those fees. 
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It is only with the strong support of the Inspector General and Congress that complete 
oversight of taxpayer resources can be ultimately achieved, and we are appreciative of those 
efforts. The Foundation looks forward to continue working with the Committee and with our 
Office of Inspector General as we implement these changes in order to best serve science and 
technology in the national interest. 

Thank you again for the opportunity to testify. I would be pleased to answer your 
questions. 
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Among his honors include ASME's Richards Memorial Award, ASME's Potter Gold Medal, Heat 
Transfer Division 75*'’ Anniversary Medal, and American Society for Engineering Education Ralph 
Coats Roe Award. He has received numerous teaching awards, including UlUC Campus Award 
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Chairman Loudermilk. Thank you, Dr. Buckius. 

I now recognize Dr. Collins for five minutes to present his testi- 
mony. 


TESTIMONY OF DR. JAMES P. COLLINS, 

CHAIRMAN, 

NATIONAL ECOLOGICAL OBSERVATORY NETWORK 

Dr. Collins. Distinguished Chairwoman Comstock and Chair- 
man Loudermilk, Ranking Member Johnson and Members of the 
Committee on Science, Space, and Technology, my name is Dr. 
James Collins. I serve as Chairman of the Board of Directors of 
NEON Inc., a 501(c)(3) corporation established to implement 
NEON, or the National Ecological Observatory Network Project. 
The project is supported by the NSF. From 2005 to 2009, I served 
as Assistant Director for Biological Sciences at the National 
Science Foundation. Since 2010, I have had no formal affiliation 
with the agency. 

I appreciate the opportunity to come before this Committee, 
which has taken the lead in Congress in ensuring that the United 
States remains the standard-bearer in cutting-edge scientific re- 
search. We appreciate very much that this Committee has been a 
strong supporter of NEON from its inception. 

As many of you know, NEON is an advanced research infrastruc- 
ture for the study and analysis of the biosphere on a regional to 
continental scale. Living systems are experiencing some of the 
greatest rates of alteration caused by multiple changes in the envi- 
ronment. These changes affect biodiversity, air quality, water re- 
sources, agriculture, and other goods and services that healthy eco- 
systems deliver to humans. Understanding how these changes im- 
pact our natural resources requires a fully integrated, multi-scale 
research infrastructure to detect, understand, and forecast changes. 
The data sets collected by NEON will allow us to understand, at 
an unprecedented level of detail, the impacts of large-scale environ- 
mental changes on our ability to sustainably meet society’s food, 
fiber, energy, and water needs. 

Moreover, NEON is not only an essential investment for contin- 
ued U.S. scientific leadership, but it also helps fuel our Nation’s 
long-term competitiveness and innovation by advancing basic and 
applied ecological research. 

You have asked that I address three specific topics in my testi- 
mony. The first two are “reimbursement for unallowable costs” and 
“terms, conditions, and use of management fees.” Because I am not 
a lawyer, I will not attempt to delve deeply into the legal issues 
relating to unallowable costs and management fees, which are bet- 
ter addressed by the NSF in any event. But let me offer the fol- 
lowing. 

My understanding is that, under 0MB regulations, unallowable 
costs are those costs of a business that are not allowed to be 
charged either as a direct cost or an indirect cost to a federally 
funded project. These costs generally include normal business costs 
such as fees for termination of contracts, late fees, and general ad- 
vertising costs. Costs associated with government outreach, alcohol, 
and social events are also deemed “unallowable.” Unallowable costs 
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cannot be paid with appropriated funds and must be paid by other 
funds of the organization. 

NEON has received a management fee from the NSF for the 
management of the NEON project since 2009. It is our under- 
standing that 0MB has long held that fees in the case of a non- 
profit like NEON or profit in the case of a private business are not 
considered appropriated funds and are outside the scope of 0MB 
Circular A-122 and the Byrd Anti-Lobbying Amendment. 

NEON has used management fees to cover a variety of costs in- 
cluding those associated with contract termination, late fees and 
other normal business expenses. NEON has also used management 
fees to cover costs associated with government outreach, providing 
amenities including coffee for its employees, and meals and social 
functions that included the purchase of alcohol. We are aware that 
NSF is proposing to establish a new policy that would prohibit the 
use of management fees for these aforementioned categories. Let 
me say that we understand the NSF’s desire to change its policy 
relative to management fees and we appreciate the Committee’s 
concerns with these types of expenditures. 

In retrospect, we could have done better when it came to deter- 
mining how to spend management fees. Moving forward, regardless 
of what the law allows, NEON will not seek management fees for 
the expenses that NSF proposes to prohibit, including expenditures 
for alcoholic beverages and government outreach. Indeed, NEON 
has already implemented the restrictions that the NSF has pro- 
posed. 

The third issue you asked us to address is “calculation and use 
of contingency cost allowances.” NEON is supported via a cost-re- 
imbursable assistance award between the NSF and NEON Inc., 
which means that NEON maintains a contingency pool fund. 
NEON developed a contingency cost proposal consistent with the 
NSF’s Large Facilities Manual. NSF’s guidelines include levels of 
reporting, approval, and review. NSF awarded NEON contingency 
funds consistent with its proposal. 

Let me conclude by pledging going forward to redouble our ef- 
forts to be good stewards of the taxpayers’ funds we receive. We 
owe as much to the American people and will do what it takes to 
retain their trust, and yours. 

Thank you, and I welcome your questions. 

[The prepared statement of Dr. Collins follows:] 
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Distinguished Chairwoman Comstock and Chairman Loudermilk, Ranking Member 
Johnson and members of the Committee on Science, Space, and Technology, my name is Dr. 
James Collins. ! serve as Chairman of the Board of Directors of NEON. Inc., a 501(c)(3) 
corporation established to implement NEON, the National Ecological Observatory Network 
project. This project is supported by the Major Research Equipment and Facilities Construction 
(MREFC) program of the NSF. From 2005 to 2009, 1 served as Assistant Director for Biological 
Sciences at the National Science Foundation. Since 2010, 1 have had no formal affiliation with 
the agency. 

I appreciate the opportunity to come before the House Science. Space, and Technology 
Committee, which has taken the lead in Congress in ensuring that the United States remains 
the standard-bearer in cutting edge scientific research. 

We appreciate very much that this Committee has been a strong supporter of NEON 
from its inception. As many of you know, NEON is an advanced research infrastructure for the 
study and analysis of the biosphere on a regional to continental scale. Living systems are 
experiencing some of the greatest rates of alteration caused by multiple changes in the 
environment. These changes affect biodiversity, air quality, water resources, agriculture, and 
other goods and services that healthy ecosystems deliver to humans. Understanding how these 
changes impact our natural resources requires a fully integrated, multi-scale research 
infrastructure to detect, understand, and forecast changes. The datasets collected by NEON 
will allow us to understand, at an unprecedented level of detail, the impacts of large-scale 
environmental changes on our ability to sustainably meet society's food, fiber, energy, and 
water needs. 
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NEON is a system of 106 field sites plus airborne assets that observes the pulse of our 
Nation’s ecosystems. NEON represents the first scientific enterprise to measure a carefully 
selected suite of hundreds of variables in the same manner across an entire continent. Through 
NEON, the United States has the unique distinction of possessing the only scientific 
infrastructure capable of quantifying the environment on such a massive scale. Moreover, 

NEON is not only an essential investment for continued U.S. scientific leadership, but it also 
helps fuel our Nation’s long-term competitiveness and innovation by advancing basic and 
applied ecological research. 

You have asked that ! address three specific topics in my testimony. The first two are 
“reimbursement for unallowable costs" and ‘‘terms, conditions, and use of management fees." 
Because I am not a lawyer, i will not attempt to delve deeply into the legal issues relating to 
unallowable costs and management fees, which are better addressed by the NSF in any event. 
But let me offer the following. 

There are a number of items that constitute “unallowable costs” under NSF and Office of 
Management and Budget rules. My understanding is that, under 0MB regulations, unallowable 
costs are those costs of a business that are not allowed to be charged either as a direct cost or 
an indirect cost to a federally-funded project. These costs generally include normal business 
costs such as fees for termination of contracts, late fees, and general advertising costs. Costs 
associated with government outreach, alcohol, and social events are also deemed “unallowable”. 
Unallowable costs cannot be paid with appropriated funds intended for the direct or indirect 
costs of a project and must be paid by other funds of the organization. With the exception of 
very limited membership fees and management fees from the NSF, NEON does not receive any 
other funds to pay for unallowable business expenses. 

NEON has received a management fee from the NSF for the management of the NEON 
project since 2009. It is our understanding that 0MB has tong held that fees in the case of a , 
non-profit like NEON or profit in the case of a private business are not considered appropriated 
funds and are outside the scope of 0MB Circular A-122 and the Byrd Anti-Lobbying 
Amendment. Moreover, NSF has consistently indicated to NEON that management fees 
constitute discretionary or unrestricted funds and can be used to pay for business costs that are 
considered unallowable. 1 have attached to my testimony a legal memorandum prepared by 
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outside counsel considering the legal issues associated with the use of management fees for 
unallowable costs. 

NEON has used management fees to cover a variety of costs, including those 
associated with contract terminations, late fees, and other normal business expenses. NEON 
also has used management fees to cover costs associated with government outreach activities, 
providing amenities, including coffee, for its employees, and meals and social functions that 
included the purchase of aicohoi. We are aware that NSF is proposing to establish a new policy 
that would prohibit the use of management fees for these aforementioned categories. Let me 
say that we understand the NSF's desire to change its policy relative to management fees and 
we appreciate the Committee’s concerns with these types of expenditures. 

In retrospect, we could have done better when it came to determining how to spend 
management fees. Moving forward, regardless of what the law allows, NEON will not seek 
management fees for the expenses that NSF proposes to prohibit, including expenditures for 
alcoholic beverages, meals for non-business purposes, and government outreach. Indeed. 
NEON has already implemented the restrictions that the NSF has proposed. 

The third issue you asked us to address is “calculation and use of contingency cost 
allowances.” NEON is supported via a cost-reimbursable assistance award between the NSF 
and NEON. Inc., which means that NEON maintains a contingency pool fund to support the 
base cost of the program. NEON developed a contingency cost proposal consistent with the 
NSF's Large Facilities Manual. NSF’s guidelines include levels of reporting, approval, and 
review, NSF awarded NEON contingency funds consistent with its proposal. 

Let me conclude by saying that NEON has tried to be as transparent as possible in 
terms of how it plans to use management fees. But we will not stop there. Instead we pledge 
going forward to redouble our efforts to be good stewards of the taxpayer funds we receive. We 
owe as much to the American people and will do what it takes to retain their trust, and yours, 

Thank you, and I welcome your questions. 
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The University of Michigan in 1975. He then moved to Arizona State University where he is 
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shaping this variation and its effect on population dynamics. A recent research focus is host- 
pathogen biology as a driver of population dynamics and even species extinctions. The role of 
pathogens in the global decline of amphibians is the model system for this research. 

The intellectual and institutional factors that have shaped Ecology's development as a 
science are also a focus of Dr. Collins’s research, as is the emerging research area of ecological 
ethics. Federal, state, and private institutions have supported his research. 

Dr. Collins teaches graduate and undergraduate courses in ecology, evolutionary biology, 
statistics, introductory biology, evolutionary ecology, and professional values in science. Collins 
was founding director of ASU’s Undergraduate Biology Enrichment Program, and served as co- 
director of ASU’s Undergraduate Mentoring in Environmental Biology and Minority Access to 
Research Careers programs. 

Honors include the Pettingill Lecture in Natural History at The University of Michigan 
Biological Station; the Thomas Hall Lecture at Washington University. St. Louis; Distinguished 
Lecturer in Life Science, Penn State University; President’s Science Symposium Address, 
Bowdoin College; Phi Beta Kappa Lifto Amundson Lecture at The University of South Dakota; 
and serving as Kaeser Visiting Scholar at the University of Wisconsin-Madison. ASU’s College 
of Liberal Arts and Sciences awarded him its Distinguished Faculty Award. He is a Fellow of the 
American Association for the Advancement of Science, a Fellow of the Association for Women 
in Science, and Past President of the American Institute of Biological Sciences (AIBS). Professor 
Collins is a member of the Board of Directors for the Association of American Colleges and 
Universities, the National Ecological Observatory Network, and is on the Board of Delegates for 
Oxford University Press. 

Dr. Collins has served on the editorial board of Ecology and Ecological Monographs as 
well as Evolution. He is the author of numerous peer reviewed papers and book chapters, co- 
editor of three special journal issues, and co-author with Dr. Martha Crump of Extinction in Our 
Times. Global Amphibian Decline (Oxford University Press, 2009). 
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Chairman Loudermilk. Thank you, Dr. Collins. 

I now recognize Ms. Manuel for five minutes. 

TESTIMONY OF MS. KATE MANUEL, 

LEGISLATIVE ATTORNEY, 

CONGRESSIONAL RESEARCH SERVICE 

Ms. Manuel. Thank you. Chairmen, Ranking Members and 
Members of the Subcommittees, I am Kate Manuel and I am a Leg- 
islative Attorney with the Congressional Research Service. I am 
honored to be testifying before you today on CRS’s behalf about cer- 
tain issues pertaining to the National Science Foundation’s use of 
cooperative agreements. 

As requested, my testimony provides background information on 
three topics: when agencies may use cooperative agreements and 
other types of contractual agreement instruments, the allowability 
of costs under government contracts, and the traditional distinction 
between fees and costs. 

First, as to the use of cooperative agreements and other types of 
instruments, under federal law, executive agencies generally must 
use cooperative agreements when their principal purpose is to 
transfer something of value to a non-federal entity to carry out a 
public purpose of support or stimulation authorized by federal law, 
and the agency expects to have substantial involvement with the 
non-federal entity in carrying out this activity. Grant agreements 
have the same principal purpose but must generally be used when 
the agency doesn’t expect to have substantial involvement with the 
non-federal entity. 

Procurement contracts, in contrast, generally do not have the 
principal purpose of transferring something of value but instead 
are typically used to acquire property or services for the direct ben- 
efit or use of the federal government. All three types of instru- 
ments could potentially constitute contracts as that term is gen- 
erally understood. The relevant agreement between NSF and 
NEON appears to have been denominated a cooperative agreement. 

Second, as to allowability, allowability is a core concept in com- 
pensating the government’s partners under legal instruments that 
do not involve the payment of solely fixed prices or amounts. For 
a cost to be allowable, it must, among other things, be reasonable 
or not exceed in its nature or amount that which a reasonably pru- 
dent person would incur under the circumstances. It must also be 
allocable or involve supplies or services that are chargeable or as- 
signable to the federal award or cost objective in accordance with 
the relative benefits received. In addition, the costs must generally 
conform to certain limitation or exclusions set forth in the applica- 
ble guidelines or regulations or in the agreement itself 

As to the three main types of cost discussed in relation to the 
NSF Neon agreement, the relevant guidelines and regulations pro- 
vide that the cost of alcoholic beverages are unallowable. The cost 
of entertainment has historically been unallowable but now may be 
allowable in certain narrow circumstances, and the cost of specified 
lobbying activities are unallowable while other activities are per- 
mitted. However, certain provisions of law or policy guidance could 
be construed to mean that agencies may allow particular costs in 
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individual agreements that would not necessarily be allowable 
under the standard guidelines or regulations. 

Third, and finally, as to fees, fees are potentially distinguishable 
from costs. Fees are arguably best known in the context of federal 
procurement contracts since the Federal Acquisition Regulation, or 
FAR, expressly authorizes the payment of fees as an allowance for 
profit to contractors working under certain types of contracts. The 
FAR does not specifically address the management fees reportedly 
provided for in the NSF NEON agreement. Similarly, there are no 
provisions in the relevant 0MB circular or regulations or in the 
NSF’s proposal and award policies and procedures guide that ap- 
pear to address management fees in those terms. However, the 
NSF guide does provide the payment of fees or profit generally is 
permissible if expressly authorized by the terms and conditions of 
the award and neither it nor the relevant 0MB circular or regula- 
tions would appear to expressly bar the payment of management 
fees under cooperative agreements. 

As a matter of historical practice, some agencies have paid man- 
agement fees as distinct from costs in the past. However, other 
agencies have expressly indicated they wouldn’t provide manage- 
ment fees at least to for-profit entities. It should also be noted that 
the characterization of something as fees or costs in a contract by 
the parties would not necessarily be dispositive if the overall agree- 
ment evidenced a contrary intent. 

This concludes my oral statement for today. I appreciate the op- 
portunity to appear before you and look forward to answering any 
questions you may have. Thank you. 

[The prepared statement of Ms. Manuel follows:] 
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U.S. House of Representatives Committee on Science, Space, and Technology, 
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Developed Under Cooperative Agreements” 
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The Federal Grant and Cooperative Agreement Act (“Grant Act,” P.L. 95-224) provides 
“uniform statutory guidelines” regarding when executive agencies may use “procurement 
contracts,” “grant agreements,” and “cooperative agreements.” 

o Cooperative agreements must generally be used when the agency’s “principal 
purpose” is to transfer something of value to a non-federal entity “to carry out a 
public purpose of support or stimulation authorized by law,” and the agency expects 
to have “substantial involvement” with the non-federal entity in this activity, 
o Grant agreements have the same “principal purpose,” but generally must be used 
when the agency does not expect to have “substantial involvement” with the non- 
federal entity. 

o Procurement contracts, in contrast, do not have the “principal purpose” of 

transferring something of value, but instead are generally used to “acquire ... property 
or services for the direct benefit or use” of the federal government. 

“Allowability” is a core concept in compensating the government’s partners under legal 
instruments that do not involve the payment of solely fixed amounts or prices. 

o For a cost to be allowable, it must be “reasonable,” “allocable,” and conform to that 
limitations and exclusions set forth in the applicable guidelines or regulations, and in 
the agreement itself. 

o Here, the relevant guidelines and regulations provide that (1) the costs of alcoholic 
beverages are unallowable; (2) the costs of entertainment have historically been 
unallowable, but could potentially become allowable in certain circumstances; and (3) 
the costs of specified lobbying activities are unallowable, while others are permitted 
(such as providing technical presentations of topics directly related to the agreement’s 
performance to legislative branch personnel in response to a documented request), 
o On the other hand, certain sources could potentially be construed to mean that 
agencies may make provisions for the allowability of particular costs in individual 
agreements that differ from — and prevail over — those set forth in these guidelines 
and regulations in at least certain circumstances. 

Fees are potentially distinguishable from costs, and are generally understood to represent an 
allowance for profit on certain types of contracts. 

o No provisions in the relevant 0MB circular or regulations, or in the NSF’s Proposal 
and Award Policies and Procedures Guide, appear to address “management fees.” 
o On the other hand, none of these sources appears to bar the payment of fees, in 
addition to costs, under cooperative agreements, 
o Some agencies have paid “management fees” — as distinct from costs — in the past, 
although others have expressly indicated that they would not pay such fees, at least to 
for-profit entities. 
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Chairmen, Ranking Members, and Members of the Subcommittees. I’m Kate Manuel, and I am a 
legislative attorney in the American Law Division of the Congressional Research Service (CRS). I am 
honored to be testifying before you today on behalf of CRS. This testimony is intended to provide 
background information regarding (1) when agencies may use cooperative agreements and other types of 
contractual instruments; (2) the rules governing the allowability of costs under cooperative agreements 
and other instruments; and (3) the relationship between fees and costs. 

Cooperative Agreements and Other Contractual Instruments 

Congress enacted the Federal Grant and Cooperative Agreement Act (“Grant Act,” P.L. 95-224) in 1978 in 
order to provide “uniform statutory guidelines” regarding when agencies may use “procurement 
contracts,” “grant agreements,” and “cooperative agreements.”' Individual examples of each type of 
instrument could constitute a contract, as that term is generally understood,^ and the Grant Act did not 
alter agencies’ legal authority to enter particular types of instruments.^ Instead, the Grant Act specified 


' H. Rep’tNo. 95-481. 95* Cong.. T‘ Sess, 2 (1977). 

^ See, e.g., Black’s Law Dictionary 365 (9* ed. 2009) (defining “contract" as “[a}n agreement between two or more parties 
creating obligations that are enforceable or otherwise recognizable at law"); Restatement (Second) of Contracts §1 cmt. a (1979) 
(“‘[Cjontract’ [is] sometimes used as a synonym for ‘agreement’"); id. §3 cmt. a (“f A]greement has in some respects a wider 
meaning than contract, bargain, or promise. ... The word ‘agreement’ contains no implication that legal consequences are or are 
not produced,’’), In certain cases, individual grant agreements, cooperative agreements, or procurement contracts could be found 
not to be legally enforceable either because of “defects" in the particular agreement or, particularly in the ease of grants, because 
they are seen to involve ‘’gifts or gratuitie.s." e.g., Jacqueline R. Sims LLC v. United Stales, No. 13-1 74C, No, 13-196C, 
Opinion and Order (Fed. Cl., February 25, 2014) (noting that the procurement contracts in que,stion were unenforceable a.s witten 
because they purported to be requirements contracts, but failed to make the contractor the exclusive provider of services, as is 
necessary for a requirements contract); D.R, Smalley & Sons, Inc. v. United States, 372 F.2d 505, 507 (Ct. Cl,), cer(. denied, 389 
U.S. 835 (1967) (characterizing certain federal grants of highway funds as “gifts or gratuities"). 

^ Cf. Gov’t Accountability Office, Interpretation of the Federal Grant and Cooperative Agreement Act of 1977, B-196872-O.M. 
(Mar. 1980) (opining that the Grant Act did not change the types of instruments that an agency could enter, but rather required 
that agencies use certain in-struments in particular circumstances insofar as the agency otherwise had the authority to use that 
instrument). Authority to enter certain types of instruments is a particular issue with grant and cooperative agreements, since 
agencies have generally been seen to need express statutory authoriQ' to enter such agreements. See. e.g.. Gov’t Accountability 
Office. PrinciplEvS OFFEnERAL Appropriations Law, Vol. II, atpg. 10 — 17 (3ded. 2006). In contrast, agencies have been seen 
to have inherent authority to enter procurement contracts. See, e.g.. United States v. Tingcy. 30 U.S. (5 Pet.) 1 15, 128 (1831), 


Congressional Research Service 


7-5700 I www.crs.gov 



37 


Congressional Research Service 


2 


when agencies may generally use each type of instrument in response to concerns raised by the 
Commission on Government Procurement'* that “[fjailure to distinguish between procurement and 
assistance relationships [(i.e., grant and cooperative agreements)] has led to both the inappropriate use of 
grants to avoid the requirements of the procurement system, and to unnecessary red tape and 
administrative requirements in grants.”^ 

As amended, the Grant Act currently requires that executive agencies use cooperative ag}‘eements when 
the “principal purpose” of the relationship between the agency and a non-federal entity is to “transfer a 
thing of value” to the non-federal entity ‘^o carry out a public purpose of support or stimulation 
authorized by a law of the United States,” and “substantial involvement is expected” between the agency 
and the non-federal entity in carrying out the activity contemplated by the agreement.^ Grant agreements 
are akin to cooperative agreements in that their “principal purpose” is also to “transfer a thing of value” to 
a non-federal entity to carry out an authorized “public purpose of support or stimulation.” However, under 
the Grant Act, agencies may generally use grant agreements only when “substantial involvement” 
between the federal agency and non-federal entity is not expected (unlike cooperative agreements, where 
substantial involvement is expected).^ Procurement contracts differ more from grajit and cooperative 
agreements in that they generally do not involve “public purpose[s] of support or stimulation,” but rather 
the acquiring, “by purchase, lease, or barter,” of “property or services for the direct benefit or use of the 
United States Government.”® However, the Grant Act also permits agencies to use procurement contracts 
in other circumstances if the agency “decides in a specific instance that use of a procurement contract is 
appropriate.” ^ 

The distinctions between the three types of instruments addressed by the Grant Act are not necessarily as 
clear in practice as the language of the act might suggest. Numerous lawsuits have been filed since the 
Grant Act’s enactment asserting that an executive agency used an improper type of instrument in 
particular cases — generally a grant or cooperative agreement where, it is claimed, a procurement contract 
should have been used.’° Most recently, and perhaps most notably, the Department of Housing and Urban 
Development (HUD) asked the Supreme Court to review a decision by the U.S. Court of Appeals for the 
Federal Circuit which found that HUD had purported to have entered cooperative agreements in specific 
instances when it should have used procurement contracts." 


'' Congress established this commission — which was made up oftwo Members ofthe House, two Senators, the Comptroller 
General, two executive branch officials, and five non-govcmmcntal members — in 1969 and tasked it with recommending 
method-s to promote the economy, efficiency, and effectiveness of federal procurement. It submitted its findings and 
recommendations in 1972. See Ralph C. Nash et al., The GovernmentContracts REFERENCE BOOK 106-107 (3d ed. 2007). 

* Thermalon Indus.. Ud. v. United Stales, 34 Fed. Cl. 411. 418 (1995) (quoting S. Rep. No. 449, 95* Con., 2d Sess. 3 (1978)). 

But see iCP Northwest, LLC v. United States, 98 Fed. Cl. 29, 43 (201 1) (“specific statutory language” authorizing the use of a 
particular type of instrument in a way contrary to the Grant Act “should prevail” over the general provisions of the Grant Act). 
‘‘31 U.S.C. §6305. 

^31 U.S.C. §6304. 

*31 U.S.C, §6303(1). 

'"31 U.S.C. §6303(2). 

See, e.g., Partidge v. Reich, 141 F.3d 920, 925 (9* Cir. 1998) (finding that the Office of Federal Contract Compliance 
Programs correctly determined that certain Federal Emergency Management Agency agreements were grants, not procurement 
contracts); 360 Training.com, Inc. v. United States, 104 Fed. Cl. 575, 585 (2012) (finding that the Occupational Safety and 
Health Administration had purported to u.se cooperative agreements where it should have used procurement contracts); 
Thermalon, 34 F'ed. Cl. at 419 (finding that the National Science Foundation properly denominated the instrument in question as 
a cooperative agreement); Anchorage, a Municipal Corp. v. United States, No. I4-i66C, 2015 U.S. Claims LEXIS 17, at *11-* 12 
(Jan. 22, 2015) (finding the agreement in question a procurement contract, not a cooperative agreement, as the agency claimed), 

‘‘ CMS Contract Mgmt. Servs. v. Mass. Housing Finance Agency, No. 14-781, Petition for Certiorari (filed S. Ct., Jan. 5, 2015). 
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No such allegations as to the improper use of cooperative agreements appear to have been raised as to the 
National Science Foundation’s (NSF’s) National Ecological Observatory Network (NEON)J^ However, 
some discussion of procurement contracts would appear to be relevant to discussion of cooperative 
agreements here because procurement contracts and cooperative agreements are subject to identical or 
analogous requirements in certain cases. Indeed, insofar as such requirements are more likely to be 
litigated in the context of procurement contracts than in the context of cooperative agreements, the case 
law regarding procurement contracts could help inform understanding of the requirements as to 
cooperative requirements, provided the fundamental differences in the nature of and authority for these 
different types of instruments are kept in mind. 

Allowability of Costs 

“Allowability” is a core concept in compensating the federal government’s partners under legal 
instruments that do not involve the payment of solely fixed amounts or prices, regardless of whether the 
instrument is a cooperative agreement or procurement contract.*** Somewhat different factors determine 
whether particular costs incurred by the government’s partner in performing the work are allowable under 
cooperative agreements and procurement contracts. However, the key factors are generally the same, and 
serve to limit reimburseable costs to those that are (1) “reasonable,” (2) “allocable,” and (3) conform to 
any limitations or exclusions set forth in the governing regulations or in the contractual instruments 
themselves.*^ 

Costs are deemed to be "reasonable” if, in their nature and amount, they do not exceed that which a 
“reasonably prudent person” would incur “under the circumstances prevailing at the time the decision was 


NSF has express statutory authority, pursuant to 42 U.S.C. §1870{c), to “enter into contracts or other arrangements, or 
modifications thereof, for the carrying on ... of such scientific or engineering activities as the Foundation deems necessary to 
carry out the purposes of this chapter ...” See generally PGMedia, Inc. v. Network Solutions, Inc., 5 1 F. Supp. 2d 389, 403 
{S.D.N.Y. 1999); Thermalon, 34 Fed. Cl. at 413. 

See, e.g., infra Table I. 

For example, some procurement contracts — commonly known as cost-reimbursement contracts — provide for the government 
to reimburse the contractor for all allowable, reasonable, and allocable costs it incurs in performing the contract, up to a total cost 
specified in the contract. See generally infra note 33 and accompanying text 

Compare 2 C.F.R. §200.403 (“Except where otherwise authorized by statute, costs must meet the following general criteria in 
order to be allowable under Federal awards: (a) fbje necessary and reasonable for the performance of the Federal award and be 
allocable thereto under these principles!;] (b) [c]onform to any limitations or excIu.sions set forth in these principles or in the 
Federal award as to types or amount of cost items!;] Ih]e consistent with policies and procedures that apply uniformly to both 
federally-financed and other activities of the non-Federal entity!;] (d) !b]e accorded consistent treatment ...[;] (e) [b]e determined 
in accordance with generally accepted accounting principles (GAAP), except, for state and local governments and Indian tribes 
only, as otherwise provided for in this part!;] (0 [n]ot be included as a cost or used to meet cost sharing or matching requirements 
of any other federally-financed program in either the current or a prior period ...[; and] (g) (bje adequately documented ...“) and 
Office of Management Circular A-122, Cost Principles for Non-Profit Organizations, revised May 10, 2004, at Attachment A, 
§A.2.a, available ai http;//w^vw.whitehouse.gov/omb/circulars_a122_2004/ (“To be allowable under an award, costs must meet 
the following general criteria: a. [b]e reasonable for the performance of the award and be allocable thereto under these 
principles!;] b. [cjonform to any limitations or exclusions set forth in these principles or in the award as to type.s or amount of 
cost items!;] c- [bJe consistent with policies and procedures that apply uniformly to both federally financed and other activities of 
the organization!;] d. [b]e accorded consistent treatment!;] e. [b]e determined in accordance with generally accepted accounting 
principles (GAAP)[;] f. [n]ot be included as a cost or used to meet cost sharing or matching requirements of any other federally 
financed program in either the current or a prior period!; and] g. [bje adequately documented.”) with 48 C.F.R. §3L201-2(a) (“A 
cost is allowable only when the cost complies with all of the following requirements: (1) [r]easonab!eness[;] (2) [ajilocabiiity!;] 
(3) [sjtandards promulgated by the [Cost Accounting Standards] CAS Board, if applicable, otherwise, generally accepted 
accounting principles and practices appropriate to the circumstances!;] (4) [t]enns of the contract!; and] (5) [ajny limitations set 
forth in this subpart-”). 
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made to incur the cost,” in the case of cooperative agreements; or “in the conduct of a competitive 
business,” in the case of procurement contracts.** 

Costs are generally said to be “allocable” if the “goods or services involved are chargeable or assignable 
to that Federal award or cost objective in accordance with relative benefits received,” in the case of 
cooperative agreements; or “assignable or chargeable to one or more cost objectives on the basis of 
relative benefits received or other equitable relationship,” in the case of procurement contracts. This 
generally means that the costs (1) are “incurred specifically” for the cooperative agreement or 
procurement contract; (2) benefit both the cooperative agreement/procurement contract and other work 
of the non-federal entity and can be distributed to them in re^onable proportion to the benefits 
received;’^ and/or^° (3) are necessary to the overall operation of the non-federal entity.^' 

Costs conform to the limitations or exclusions set forth in relevant federal regulations if they are among 
those categorized as allowable under the applicable guidelines or regulations. The NSF Office of 
Inspector General report on NEON specifically discusses allowability under Office of Management and 
Budget (0MB) Circular A-122,“^ which historically set forth the cost principles applicable to non-profit 
organizations under grant and cooperative agreements. However, the regulations in 2 C.F.R. Part 200 will 
eventually, if they have not already, supersede those of OMB Circular A-122.^^ Thus, both are noted here. 
The applicable regulations as to procurement contracts are those in 48 C.F.R. Part 31. Each of these 
guidelines or regulations define when various costs may be allowable or unallowable, including alcoholic 


2 C.F.R. §200.404 (cooperative agreements), OMB Circular A-122, at Attachment A, §A,3 (same); 48 C.F.R. §31.201-3(a) 
(procurement contracts). 

2 C.F.R. §200.405(a) (cooperative agreements); 48 C.F.R. §31. 201-4 (procurement contracts). Here, OMB Circular A-122 
lacks a broad statement about the aliocabiiity of costs akin to that given in 2 C.F.R. Part 200, although it notes the same three 
factors, given below, in determining allocabtity. See supra notes 18 to 20 and accompanying text. 

** Compare 2 C.F.R. §200.405(a)(i) (costs “incurred specifically for the Federal award”) and OMB Circular A> 1 22, at 
Attachment A, §A.4.a.(l) (costs “incurred specifically for the award”) withAi C.F.R. §3 1.20 1 -4(a) (costs “incurred specifically 
tor the contract”). 

Compare 2 C.F.R. §200. 405(a)(2) (cost “[b]enefits both the Federal award and other work of the non-Federal entity and can be 
distributed in proportions that may tie approximated using reasonable methods”) and OMB Circular A-122, at Attachment A, 

§ A.4.a.(2) (cost “(bjenefits both the award and other work and can be distributed in reasonable proportion to the benefits 
received”) "with 48 C.F.R. §3 1,201 -4(b) (cost “[bjenefits both the contract and other work, and can be distributed to them in 
reasonable proportion to the benefits received”). 

Compare 2 C.F.R. §200,405(a) (using “and” to link the three provisions) OMB Circular A-122, at Attachment A, §A.4.a 
(same) with 48 C.F.R. §31.201-4 (using “or” to link the three provisions). 

Compare 2 C.F.R, §200, 405(a)(3) (cost “Ii}s necessary to the overall operation of the non-Federal entity and is assignable in 
part to the Federal award in accordance with the principles in this subpart”) anrfOMB Circular A-122, at Attachment A, 
§A.4.a(3) (cost “fijs necessary to the overall operation of the organization, although a direct relationship to any particular cost 
objective cannot be shown”) with 48 C.F.R. §31.201-4 (cost “[i}s necessary to the overall operation of the business, although a 
direct relationship to any particular cost objective cannot he shown”). 

Nat'l Science Foundation, Office of Inspector General, NSF OIG Audit Report No. OIG- 1 5-6-00 1 , Observations that Warrant 
NSF’s Attention during Audit on National Ecological Observatory Network, Inc., Nov. 24, 2014, at 4. The rules regarding 
allowability that apply to a particular instrument are generally those that were in eflect when the agreement was entered. 

See 2 C.F.R, §200.104(0 (“As described in §200. 1 1 0 Effective/applicability date, this part supersedes the following OMB 
guidance documents and regulations under Title 2 of the Code of Federal Regulations ... A-122, “Cost Principles for Non-Profit 
Organizations” (2 CFR part 230).”); 2 C.F.R. §200.1 10(a) (“The standards set forth in this part which affect administration of 
Federal awards issued by Federal awarding agencies become effective once implemented hy Federal awarding agencies or when 
any future amendment to this part becomes final. Federal awarding agencies must implement the policies and procedures 
applicable to Federal awards by promulgating a regulation to be effective by December 26, 2014 unless different provisions are 
required by statute or approved by OMB 
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beverages, entertainment, and lobbying — all of which appear to have been at issue with NEON.^'* See 
Table 1 below. 


Table i . Atlowability of Certain Costs under the Federal Regulations or Other Guidance 
Generally Governing Cooperative Agreements and Procurement Contracts 


Type of Cost 

Treatment under OMB 
Circular A- 1 22 

Treatment under 2 C.F.R. 

Part 200 

Treatment under 48 C.F.R, 
Part 31 

Alcoholic 

beverages 

Unallowable (OM&Circuiar A- 
> 122. Attachment B, at §3) 

Unallowable (2 C.F.R. §200.423) 

Unallowable (48 C.F.R. §3I.20S- 
5!) 

Entertainment 

Costs of amusements, diversions. 

Costs of amusements, diversions, 

Costs of amusements, 


social activities, and any "directly 
associated costs" are ui^allowable 
(OMB Circular A- i 22, 
Attachment B. at §14) 


social activities, and “any 
associated costs” are unallowable, 
except where specific costs that 
might be considered 
entertainment have a 
“programmatic purpose” and are 
authorized in the approved 
budget for the award or with 
prior written approval of the 
awarding agency (2 C.F,R. 
§200.438) 


diversions, social activities, and 
“any directly associated costs" 
are unallowable, and costs 
unallowable under this cost 
principle are not allowable 
under any other cost principle 
(48 C.F.R. §31.205-14) 
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See NSF OIG Audit Report No. OIG-1 5-6*001, sw/jrcr note 22. 
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Source; Congressional Research Service, based on various sources cited in Table I . 


Note: Table I reflects only the restrictions on the allowability of costs associated with lobbying. For more detailed 
discussions of federal law regarding lobbying, see CRS Report 96-809, Lobbying Restrictions on Non-Profit Organizotions, by 
Jack Maskell; CRS Report RL 3 1 126, Lobbying Congress: An Overview of Legal Provisions ond Congressional Ethics Rules, by jack 
Maskell; CRS Report RL 34725, “Po/iti'co/” Activities of Privote Recipients of Federal Grants or Contracts, by Jack Maskell; and 
CRS Report R40947. Lobbying the Executive Branch: Current Practices and Options for Change, by Jacob R. Straus. 


The general principles noted in Table 1 would suggest that the costs of alcoholic beverages have 
historically generally been, and currently remain, unallowable under cooperative agreements. 
Entertainment costs would generally have been unallowable under OMB Circular A- 1 22, but could 
potentially be allowable under 2 C.F.R. Part 200 insofar as they have a “programmatic purpose” and are 
authorized in the approved budget for the award, or with the prior written approval of the awarding 
agency. The allowability of lobbying costs, in turn, would generally depend, under both OMB Circular A- 



42 


Cortgressionai Research Service 


7 


122 and 2 C.F.R. Part 200, upon the specific actions taken (e.g,, attempting to “improperly influence” 
executive branch officers or employees versus providing a technical presentation of topics directly related 
to the agreement’s performance to legislative branch personnel in response to a documented request). 

Beyond these general principles, though, it should also be noted that the terms of the cooperative 
agreement could also provide for — or potentially purport to remove — certain constraints or limitations on 
allowability provided for in the regulations. As previously noted, one of the key factors in the allowability 
of costs is that the costs conform to “any limitations or exclusions set forth in [the regulatory] principles 
or in the Federal award as to types or amount of cost items.”^^ The possibility of alternate provisions as 
to allowability in a cooperative agreement is arguably particularly significant here, since the current 
edition ofNSF’s Proposal and Award Policies and Procedures Guide notes that 

[ijn the case of a discrepancy between the special provisions of an NSF grant [a term which here 
includes cooperative agreements] and the standards of the cost principles [in 2 C.F.R. Part 200], the 
special provisions will govern. 

This Guide also encourages awardees who anticipate charging items of “direct cost”^® that might 
subsequently be disputed to discuss the matter with their Grants and Agreements Officer, and provides 
that officers who determine that such costs are “appropriate considering the special requirements of a 
particular NSF sponsored activity” are to document this through an advance agreement or 
understanding.^^ Such agreements may then be incorporated by specific language in the award notice, or 
by other written correspondence.^® Other provisions of the Guide, 0MB Circular A-1 22, and/or 2 C.F.R. 
Subpart 200 would appear to suggest some limits upon agencies’ ability to depart from the genera! 
standards in drafting particular agreements.^’ However, the interplay between such provisions and the 
provisions like that in the Guide noted above would appear to be somewhat unclear in terms of which 
provisions control. 


NSF has also indicated that its proposed management fee policy, to be found in its Large Facilities Manual, treats the cost of 
alcoholic beverages, “[mjeals for nonbusiness purposes or so extravagant as to constitute entertainment,” and “lobbying as set 
forth ... at 2 C.F.R. 200.405” as expenses that “do not benefit” NSF and, thus, as generally inappropriate for inclusion in any 
“management fees.” See Nat'l Science Foundation, Notice and Request for Comments on the National Science Foundation (NSF) 
Implementation of Proposed NSF Management Fee Policy, 79 Fed. Reg. 78497, 48498 (Dec. 30, 2014). 

2 C.F.R. §200.403(b) (emphasis added). 0MB Circular A-122 similarly provides that allowability depends, in part, upon “any 
limitations or exclusions set forth in these principles or in the award as to types or amount of cost items.” 0MB Circular A-122, 
Attachment A, at §A.2.b. 

Nat’l Science Foundation, Proposal and Award Policies and Procedures Guide, Pari 11, Award & Administration Guide, 
NSF15-1, Dec. 26. 2014, atpg. V-3. Cf 2 C.F.R. §200.! 00(c) (“Cost Principles of this part establishes principles for determining 
the allowable costs incurred by non-Federal entities under Federal awards. Tbe principles are for the purpose of cOvSt 
determination and are not intended to identify the circumstances or dictate the extent of Federal government participation in the 
financing of a particular program or project. The principles are designed to provide that Federal awards bear their fair share of 
cost recognized under these principles except where restricted or prohibited by statute.”). 

Direct costs are “costs that can be identified specifically with a particular final cost objective.” 0MB Circular A-i22, 
Attachment A, at §B. 1 . 

Proposal and Award Policies and Procedures Guide, supra note 27, at pg. V*3, Cf. 2 C.F.R. f}200.407(k) (noting that prior 
written approval of the awarding agency is required for entertainment costs). 

Proposal and Award Policies and Procedures Guide, sidpra note 27, at pg. V-3. 

See, e.g.. Proposal and Award Policies and Procedures Guide, sj^ra note 27, at V-2 (“The funding items identified in the NSF 
award budget constitutes NSF’s authorization for the grantee [or awardee under a cooperative agreement] to incur these costs, 
provided there is not a specific limitation in the grant language and the costs are otherwise allowable, allocable, and reasonable in 
accordance with the cost principles contained in 2 CFR § 200, Subpart E.”). 
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Key Differences between Costs and Fees 

“Fees” are potentially distinguishable from costs. Fees are arguably best known in the context of federal 
procurement contracts, since the Federal Acquisition Regulation (FAR) expressly authorizes the payment 
of fees — as an allowance for profit — to contractors working under cost-reimbursement contracts, as 
Table 2 illustrates. (A cost-reimbursement contract is one that provides for the government to pay the 
contractor all allowable, reasonable, and allocable costs of performing specified work, up to a total cost 
provided for in the contract. A fixed-price contract, in contrast, provides for the government to pay the 
contractor a price whose amount or whose composition is specified at the time the contract is formed. 


Table 2: FAR Provisions Regarding Fees Under Cost-Type Contracts 


Type of Use Under FAR 
Fees 
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incentive Cort-p/us-incentiVe-fee contracts provide for the initially negotiated fee to be adjusted later by a formula 

fees based on the relationship of total allowable costs to total target costs, with the contract specifying a target cost, 

a target fee, minimum and maximum fees, and a fee adjustment formula, which provides, within limits, for 
increases in fees above the target fee under certain circumstances. The increase or decrease in fees under this 
type of contract is intended to provide an incentive for the contractor to manage the contract effectively. The 
FAR recognizes this type of contract as “appropriate” for use in acquiring services or in development and test 
programs when (!) the circumstances do not allow the agency to define its requirements sufficiently for a fixed- 
price type contract, or uncertainties involved in contract performance do not permit costs to be estimated with 
sufficient accuracy to use any type of fixed-price contract; and (2) a target cost and fee formula can be 
negotiated that are likely to motivate the contractor to manage effectively. (48 C.F.R. § 1 6.40S- 1 ) 



See, e.g.. Government Contracts Reference Book, supra note 4, at 264 (“In government contracting ‘fee’ is the term of art 
for profit the government agrees to pay on a cost-reimbursement contract. (‘Profit’ is used when the contract is a fixed-price 
type,)”). 

” For further discussion of the different types of procurement contracts, see generally CRS Report R41 168, Contract Types: 
Legal Overview, by Kate M. Manuel. 
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Source: Congressional Research Service, based on various sources cited in T abie i . 


Notes: [I] Cost-plus-fixed-fee contracts, cost-plus-incenave-fee contracts, and cost-plus-award-fee contracts are distinct 
from cost-plus-percentage-of-the-cost contracts, which have been prohibited, as least for purposes of federal procurement 
law, since the 1950s. See P.L 81-152, §304(b), 63 Stat. 395 (june 30, 1949) {codified, as amended, at 41 U.S.C. §390S) 
(procurements of civilian agencies); P.L. 84-S08, §2306(a), ZOAStat. 130 (May 9. 1956) (codified, as amended, at 10 U.S.C. 
§2306(a)) (procurements of defense agencies); 48 C.F.R. §l6.l02(c). A cost-plus-percentage-of-the cost contract provides 
for the contractor to be paid a fee whose amount increases based upon the total costs that the contractor incurs. 

[2] It should also be noted that the FAR prohibits the use of any type of cost-reimbursement contract, like those noted in 
T able I , when acquiring “commercial items," or when the contract is awarded using sealed bidding. See 48 C.F.R. 

§ 1 6.30 1 -3(b); 48 C.F.R. § ! 6.20 1 (a). As used here, the term “commercial item" includes ‘‘[a}ny item, other than real 
property, that is of a type customarily used by the general public or by non-governmental entities for purposes other than 
governmental purposes, and (I) [h]as been sold, leased, or licensed to the general public; or (ii) [h]as been offered for sale, 
lease, or license to the general public 48 C.F.R. §2.101. It also includes similar services. Id. Sealed bidding is one of two 
main source-selection methods used by the federal government. In sealed bidding, the procuring activity awards the 
contract to the lowest-priced, qualified, responsible bidder without conducting negotiations wi^ the bidders. This is in 
contrast to the other main source-selection method, n^otioted procurement, wherein the procuring activity bargains with 
offerors after receiving proposals, and awards the contract to the offeror whose proposal rates most highly on evaluation 
criteria that include, but are not limited to, cost or price. In the case of negotiated procurements, any type or combination 
of types of contracts allowed under Subpart 1 6 of the FAR may be used. 48 C.F.R. §16.1 02(b). 

The FAR does not specifically address the “management fees” reportedly at issue with NEON, Similarly, 
there are no provisions in 0MB Circular A-1 22, 2 C.F.R. Part 200, or theNSF’s Proposal and Award 
Policies and Procedures Guide that address either the types of fees recognized by the FAR, or 
“management fees.”^** However, none of these sources would appear to expressly bar the payment of a 
fee, in addition to costs, under a cooperative agreement.^’ Other agencies appear to have paid 
“management fees” — as distinct from costs — to non-federal entities performing cooperative agreements 
in the past.^^ Yet other agencies have, however, expressly indicated that they would not provide fees, at 
least to fbr-profit entities, under cooperative agreements.^’ 


To the contrary, 0MB Circular A-i22 expressly notes that “[pjrovision for profit or other increment above cost is outside the 
scope ofthi.s Circular.” 0MB Circular A-122, at §1. 

On the other hand, in announcing that it proposed to cease paying “management fees” as profit on grants and cooperative 
agreements, as noted below, the National Aeronautics and Space Administration (NASA) expressly stated that it has “no e.xpress 
or explicit authority with regard to ’management fees.’” Nat’l Aeronautics & Space Admin., Profit and Fee Under Federal 
Financial Assistance Awards: Proposed Rule, 79 Fed. Reg. 10436, 10436 (Feb. 25, 2014). 

See, e.g.. Profit and Fee Under Federal Financial Assistance Awards, 79 Fed. Reg. at 10436 (noting that NASA “is revising the 
NASA Grant & Cooperative Agreement Handbook to clarify that NASA does not pay profit or fee on Federal Financial 
Assistance awards, i.e. grants and cooperative agreements, to non-profit organizations.”). NASA further notes that “[tjhere 
appears to have been some confusion with the term ‘management fee,”’ and that it would continue to pay “management fees” that 
are allowable, allocable, reasonable, and neces.saiy costs in accordance with the non-federal entity’s established accounting 
practices and government cost principles. Id. See also Nat’l Oceanic & Atmospheric Administration, Financial Assistance for 
Research and Development Projects in the Gulf of Mexico and Off the U.S. South Atlantic Coastal States; Marine Fisheries 
Initiative (MARFIN), 63 Fed. Reg, 828 (Jan. 7, 1988) (“Profit or management fees paid to for-profit or commercial organization 
grantees are allowable at the discretion ofNOAA. However, they shall not exceed 7 percent of the total estimated direct costs.”). 

See, e.g. Office of Juvenile Ju.stice and Delinquency Prevention, Restitution Bducation, Specialized Training, and Technical 
Assistance (RESTTA) Program, 49 Fed. Reg. 21572 (May 22, 1984) (noting, among the eligibility requirements for certain 
funding, that “[fjor-profit organizations must waive any management fee or profit”); U.S. Dep’t of Commerce, Advance 
lechnology Program, 55 Fed. Reg. 12504 (Apr. 4, 1990)(“[F|unds awarded by the Program shall be u.sed only for direct costs 
and not for indirect costs, profits, or management fees of the funding recipients.”). 
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The payment of fees to a procurement contractor is generally governed by the terms of the contract 
regarding the “earning” of these fees, not the allowability of costs. Moreover, once the fees have been 
paid, the funds are generally seen as indistinguishable from the contractor’s other funds, and may be used 
in any way that is permissible under generally applicable laws. The same could potentially be said of any 
fees paid to a non-federal entity under a cooperative agreement, although it should be noted that federal 
law could sometimes restrict what a recipient of federal funding may do with its own money.^* 

It is also important to note that the denomination of something as a “fee” or, alternatively, “costs” in a 
contract is not necessarily dispositive as to which it is. A fundamental principle of contract law is that 
contracts — including those of the federal government — are construed in light of the parties’ intent. In 
other words, in situations where the contract purports to say one thing, but the parties intended something 
else, the contract will generally be read in such a way as to be consistent with what the parties intended. 
Thus, for example, a contract that denominated itself a fixed-price contract could potentially be found to 
be a cost-reimbursement contract because other provisions of the contract clearly evidence the parties’ 
intent that the government should reimburse the contractor for certain costs incurred in performing the 
contract.'^° A contract that refers to “fees” could potentially be found to involve “costs” for similar 
reasons. Alternatively, something denominated as “costs” could potentially be found to constitute a “fee.” 

Conclusion 

In conclusion, cooperative agreements are distinct from procurement contracts in that they are used when 
the executive agency’s “principal purpose” is “to carry out a public purpose of support or stimulation 
authorized by a law of the United States,” while procurement contracts are generally used when the 
agency’s “principal purpose” is to acquire supplies or services “for the direct benefit or use” of the federal 
government. Nonetheless, the requirements governing agencies’ use of procurement contracts could 
potentially help illuminate the requirements as to cooperative agreements. Both types of Instruments are, 
for example, subject to similar, although not identical, restrictions upon the allowability of alcohol, 
entertainment, and lobbying costs. On the other hand, the requirements as to the payment of fees are much 
more defined as to procurement contracts than they are as to cooperative agreements. 


Thank you again for inviting me to appear today. I am happy to respond to your questions. 


For example, non-profit social welfare organizations that are tax exempt under 26 U.S.C. §501(c)(4) are restricted from 
engaging in “lobbying activities” if they receive a federal grant, award, or loan. 2 U.S.C. §1611. This prohibition extends to any 
lobbying activities, including those undertaken with private funds. See id. 

The “plain language” of the agreement is the starling point for interpreting a contract. See. e.g., McAbee Constr. Co., Inc. v. 
United States, 97 F.3d 1431, 1435 (Fed. Cir. 1996). However, the court or other tribunal will not give the words of the agreement 
their ordinary meaning when it is clear that the “parties mutually intended and agreed to an alternative meaning.” Harris v. Dep’t 
of Veterans Affairs, 142 F,3d 1463, 1467 (Fed. Cir. 1998). It should also be noted that any ambiguities in contracts, including 
government contracts, are generally construed against their drafter under an interpretative principle sometimes referred to as 
contra proferentem. See. e.g.. HPI/GSA-3C, LLC v. Perry, 364 F.3d 1327, 1334 (Fed. Cir. 2004). The government is typically 
viewed as the drafter when it is a party to a contract. 

See. e.g., LSI Serv. Corp. v. United States, 422 F.2d 1334 (Ct. Cl. 1970), See also Jacqueline R. Sims LLC v. United States, 
No. 13-174C, No. 13-1 96C, Opinion and Order (Fed. Cl., February 25, 2014) (finding that a contract that was denominated a 
“requirements contract” w’as not of that type, since it did not provide for the vendor to be the exclusive supplier of the 
government’s needs for goods or services in a particular time or place, as valid requirements contracts must do); Franklin Co., 
ASBCA 9750, 65-1 BCA ^ 4,767, aff'd, Franklin Co. v. United States, 381 F.2d 416 (Ct. Cl. 1967) (similar). 
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Chairman Loudermilk. Again, I thank the witnesses for their 
testimony, and members are reminded that the Committee rules 
limit questioning to five minutes. With that, the Chair recognizes 
myself for five minutes for questions. 

Dr. Buckius, as I mentioned in my opening statement, the NSF’s 
letter to Senators Grassley and Paul indicates that 15 of your ac- 
tive awards use management fees. The NSF also notes in that let- 
ter that six of those awardees excluding NEON have received al- 
most $5 million in fees. 

I appreciate that you acknowledge that there may have been 
poor judgment used in those fees and that some controls are being 
put into place, but I am wondering how much of that $5 million 
for management fees was spent on liquor, lobbying and parties and 
other typically unallowable items. 

Dr. Buckius. So we have written to all of the six that you have 
referred to and asked them to report back to us on their use of 
their management fees, so it is not going to be possible for me to 
answer that question specifically at this particular time, although 
we are going to monitor that. 

Chairman Loudermilk. If NEON has been spending taxpayer 
money under management fees for these type of expenditures — liq- 
uor, lobbying — without any apparent knowledge or oversight from 
NSE, how are we to know that other awardees are not doing the 
same thing with those? Is that what your report that you are look- 
ing to find out with the inquiry that you have done to these other 
awardees? 

Dr. Buckius. So as you have just heard from Ms. Manuel, these 
are perfectly legitimate, I would argue poor judgment, purchases. 
We are now writing to them all to figure out exactly how they have 
used it. We just don’t have that answer at this point in time. 

Chairman Loudermilk. And I appreciate your forthrightness 
there, and as you said, there is a lot of times a difference between 
what is technically legal and what is acceptable or right to do. 

Do you anticipate, are there going to be consequences or have 
there been any consequences for those that you are aware of? 

Dr. Buckius. Well, because of what you have just been told by 
Ms. Manuel, since they are legal, the only thing we can do is not 
provide the next management fee, which is what we did in the case 
of NEON. Once we found this out, we no longer approved their 
next request, so that is our technique in order to be able to manage 
this. 

Chairman Loudermilk. Eurther, if the NSE’s proposed rule, it 
indicates that NSE is strengthening the controls, as you have men- 
tioned that you are doing, it may be necessary to ensure that the 
user fees are consistent with those established criteria. The state- 
ment presupposes that there were already controls in fact in this 
letter to Senators Grassley and Paul when discussing management 
fees. NSE states, given that the fees awarded are discretionary 
funds, NSF does not require that its awardees report how these 
monies are expended. Thus, we do not require that the awardees 
submit an accounting of how they may cover otherwise unallowable 
costs with the management fee. 



48 


Since we are talking about taxpayer money that the NSF has 
awarded, why in the world would you not require awardees to sub- 
mit an accounting of how they are spending that money? 

Dr. Buckius. So your first statement is exactly correct as we 
wrote to the Senators. We did not ask them to account for that for 
all the reasons that we have just discussed, as Ms. Manuel has in- 
dicated in the case of such fees. What we do is, we ask them at 
the origination to give us their intent, okay. In the case of the 
NEON project, the intent was very explicit. It said meals, it said 
government outreach, all of which would benefit them in their en- 
deavor. So my point is, is that we did everything that we could 
within the restrictions that we had. 

Chairman Loudermilk. With that, and as we have addressed al- 
ready that there may have been some poor judgment used, should 
we be surprised since they did not have to account to you for the 
monies that were expended, are we to be surprised that they were 
used in poor judgment for things such as holiday parties? 

Dr. Buckius. So specifically, so let’s take the government out- 
reach one. In the case of the 2008 management fee description, 
here is what they said. NEON anticipates the need to provide edu- 
cation to various government organizations as to NEON’s mission, 
strategy and requirements. That is a perfectly viable thing to use 
a management fee for, something that we would want them to do. 
Now, what they did, we thought was in very poor judgment, okay? 
It wasn’t consistent with what I would have thought that they 
would have done, but when we gave them the management fee, 
they gave us an indication of what they were going to do with it, 
and we assumed that they would. 

Chairman Loudermilk. Well, to follow up on that, so $25,000 on 
a Christmas party was outside of what the NSF would have ex- 
pected NEON to use the money for. Is that what you are saying? 

Dr. Buckius. Again, I would say that is poor judgment, and to 
reiterate what I did say, we have posted in the Federal Register 
for comment various items that we think should not be included in 
any future management fees, and we are open to listening to folks 
to provide us this kind of information so that we are spending the 
taxpayers’ money in the way that we want. 

Chairman Loudermilk. Thank you. The Chair now recognizes 
the gentlelady from Texas, Ms. Johnson. 

Ms. Johnson oe Texas. Thank you very much. 

Dr. Buckius, I have listened to your testimony, and I think you 
have answered most of the questions. I am going to ask the ques- 
tion for reiteration. 

The IG’s recommended methods would also be an acceptance 
within the guidance, I suppose, and so it would seem to me that 
even though this could be labeled poor judgment, there is nothing 
about it that has been illegal. 

Dr. Buckius. That is a true statement. 

Ms. Johnson of Texas. And this appears to be a common prac- 
tice across the government. 

Dr. Buckius. I can’t comment on that. I hope not. 

Ms. Johnson of Texas. But — and I know that the IG’s rec- 
ommendations or methods, would also be in compliance with what 
you are dealing with now. The IG’s seem to differ some, but at the 
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end of the day, who sets the policy at NSF? Is it a director and the 
board or is it the Inspector General? 

Dr. Buckius. So I guess officially it would be the director. Obvi- 
ously the way NSF functions, we work very closely with the Na- 
tional Science Board, so I would assume that there is going to be 
a give and take to ensure that, but it is the agency that sets down 
these policies. The IG, as we all know, ensures and checks to en- 
sure that we are all spending taxpayer money the way it should 
be spent. 

Ms. Johnson of Texas. Can you briefly describe the efforts at 
NSF to accommodate the IG’s concerns about the risk in cost esti- 
mating and contingency? 

Dr. Buckius. Okay. So contingencies can be estimated in a num- 
ber of different ways. The way we chose to do it is based upon a 
broadly accepted cost-estimating methodology. So this is not money 
that can be spent any way that they choose. There is a very specific 
layout of items that can be considered that you can’t necessarily 
predict exactly how it is going to come out. That the principles that 
we use. 

The IG would prefer that we use audits, and the audit that was 
referred to earlier was done and we received the information after 
we had made the award. That is a very important piece of informa- 
tion. So we made the award, and then the audit tells us that we 
should have done some reviews otherwise. Our estimating proce- 
dures are just different. I would argue as good as but different. 

Ms. Johnson of Texas. Thank you. Now, our research found 
that the federal government that — the practice in federal govern- 
ment goes back to the Bell Report in 1962, and to the degree that 
0MB even addresses fees or profit, it appears that 0MB treats that 
money as the recipient’s funds and not government money. 

Dr. Buckius. Correct. 

Ms. Johnson of Texas. My time is limited, but I would like you. 
Dr. Buckius, and Dr. Collins, if you would comment on, are you 
confident that the way the fees were spent by NEON does not rep- 
resent a violation of law? 

Dr. Buckius. Specifically, it does — it is not a violation, okay? 
Again, I would use the words “poor judgment,” okay, but not a vio- 
lation. 

Ms. Johnson of Texas. Thank you. Dr. Collins? 

Dr. Collins. That is correct. It is not a violation of the 0MB cir- 
cular and guidance that NEON received. 

Ms. Johnson of Texas. Thank you very much. 

Thank you, Mr. Chairman. I yield back. 

Chairman Loudermilk. The Chair recognizes the Chairwoman 
from Virginia, Mrs. Comstock. 

Mrs. Comstock. Good morning. Thank you, Mr. Chairman. 

Certainly, we all want to be and are strong advocates for science 
and scientific research, so the situation today and what we are dis- 
cussing is really our concern about, you know, not having problems 
like this, you know, that are public and the taxpayers see how 
their money is spent and then having that concern that it is not 
going to the very basic research and the things that we want it to, 
so I think — I certainly think my colleagues here, we want to have 
this discussion so that, you know, every dollar we are putting to- 
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wards this important effort is going to the vital research that we 
need, so I appreciate while there may not be legal problems, as you 
all have indicated, it is poor judgment, and I appreciate that that 
has been recognized. 

And so I did want to — I had some questions here that we wanted 
to establish for the record that the independent Open Secrets 
website, it said NEON had paid at least $375,000 to registered lob- 
byists between 2010 and 2014. Would you be able to confirm that? 

Dr. Buckius. I can’t confirm that, but again, for the reasons we 
said, since it is a management fee, it is permissible. 

Mrs. Comstock. Okay, you know, and I understand 

Dr. Buckius. I absolutely agree with everything you just said, 
okay. We need to spend taxpayer dollars on science and engineer- 
ing. That is the goal of the Foundation, and so I completely support 
all of your comments. 

Mrs. Comstock. Okay, and Dr. Collins. 

Dr. Collins. I would have to check for the specific number with 
our financial people but I know that it is in that area. 

Mrs. Comstock. Okay, and we can submit for the record, Mr. 
Chairman, some records from the OpenSecrets.org, which do indi- 
cate $375,000, but if there is a correction that any of the witnesses 
would like to make, we could also include that in the record. 

Could you explain the process in terms of hiring the lobbyists 
and what they were engaged to do? 

Dr. Collins. Well, I was not involved in the hiring of the lobby- 
ists as chairman of the board now, was not chairman at that par- 
ticular time, but the engagement had to do, as had been described 
earlier, with retaining a group of individuals who could work as far 
as NEON is concerned to especially help educate Congress as far 
as what the NEON Project was about so that you would have the 
very best information in terms of making decisions that you needed 
to make. 

Mrs. Comstock. I know, and I think that is the concern we have 
because I know in instances when I was in the state legislature, 
we would give money to one body, then they would want to spend 
money on lobbyists to come back and lobby us for more money, and 
so spending taxpayer money to ask us for more taxpayer money I 
think is a frustration here that we have instead of having it go to 
the research because as we are evaluating this and giving the 
money to NSF, it is because we do value that research so you can — 
you know, you can come as an entity, others can come, citizens can 
come inform us of this, and that is our responsibility to understand 
that important thing rather than have outside lobbyists come and 
tell us what we are already tasked to do for the taxpayers. 

So I am glad that that policy will be changed and you under- 
stand that the poor judgment of that, and I do think that unfortu- 
nately this happens across the government in a lot of ways, and I 
know in the case when we were in the state legislature when that 
came to us, we stopped that and we said, please, just come to us, 
talk to us about this directly, you know, we are already your advo- 
cates, and we want to be your advocates to have more basic re- 
search money but you make our job more difficult when these kind 
of things happen and then taxpayers look and say well, gee, you 
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took our money but it is now going not to that basic research but 
to the lobbyists. 

So I would appreciate if we could, you know, maybe have any of 
the letters of engagement or information that you could provide for 
what they were tasked with and just sort of what the thinking is 
there so that maybe we can look at other areas of research where 
that kind of thing is going on where we maybe want to do what 
you all are doing now, which is putting a stop to that, recognizing 
that that makes our jobs as advocates more difficult. 

So I believe I am running out of time here, Mr. Chairwoman, so 
I will yield back my few seconds here. 

Chairman Loudermilk. The gentlelady has yielded back. Chair- 
man Comstock also asked that certain records she referenced be 
added to the official record, and without objection, I ask unanimous 
consent that the documents be added to the official record. 

[The information appears in Appendix II] 

Chairman Loudermilk. At this time I recognize the gentleman 
from Florida, Mr. Grayson. 

Mr. Grayson. Thank you, Mr. Chairman. 

Ms. Manuel, stop me if I am wrong, all right? Among government 
contracts, arrangements like this in general, there are firm, fixed- 
price contracts and there are cost-reimbursement contracts, cor- 
rect? 

Ms. Manuel. That is one of the ways, the taxonomies in which 
people talk about contracts, yes. 

Mr. Grayson. All right. And among the types of cost-reimburse- 
ment contracts, there are cost-plus fixed fee contracts and cost-plus 
other kinds of fee contracts. Is that correct? 

Ms. Manuel. As to procurement contracts, yes. 

Mr. Grayson. All right. And the general breakdown, the distinc- 
tion that is made in that case is between costs and fees of various 
types. Is that correct? 

Ms. Manuel. That is correct. 

Mr. Grayson. All right. Now, costs have to be allowable, allo- 
cable and reasonable, correct? 

Ms. Manuel. That is correct. 

Mr. Grayson. But not fees, right? 

Ms. Manuel. No. If you are talking about the procurement con- 
tracts, you know, there, specifically, the fees have to be earned pur- 
suant to the terms that are set forth in the contract. 

Mr. Grayson. All right. So when we talk about — when we are 
talking about the allowability of costs, we are talking about the al- 
lowability of costs, right, not the allowability of fees? That is a 
meaningless term, correct? 

Ms. Manuel. As a general matter, that would be true. I mean, 
I can’t say that there could never be a contract that purported to 
blur the two, but in general, that would be the distinction. 

Mr. Grayson. All right. But this wasn’t one of those blurry con- 
tracts, right? This contract provided for costs and for a fee, right? 

Ms. Manuel. That is my understanding, yes. 

Mr. Grayson. Okay. So we are talking about at this point wheth- 
er $25,000 for a Christmas party, $11,000 for coffee services, 
$3,000 for dinners, $3,000 for tee shirts and other apparel, and 
$112,000 for lobbying contracts could be spent as a fee, as part of 
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a fee that the company received, not as part of its allowable costs, 
correct? 

Ms. Manuel. That would appear to be the distinction that was 
made between there were — there were the things that were cost 
and were judged in terms of their allowability and then there was 
a separate management fee, and insofar as that is a true fee, that 
would not be subject to the rules regarding the allowability of cost. 

Mr. Grayson. All right. So in essence, there are few, if any, re- 
strictions under existing law for what you do with you fee. It is 
money in your pocket, right? 

Ms. Manuel. That would generally be correct, yes. 

Mr. Grayson. Okay, and we don’t generally dictate to people how 
they spend their own money, right? It is not a trick question. It is 
pretty basic. 

Ms. Manuel. Well, we are CRS. I am trying to think neutral and 
unbiased. I think that would generally be the case, yes. 

Mr. Grayson. Okay. So are not going to normally engage in a 
war on Christmas here and tell people they can’t spend their own 
money on Christmas parties, right? 

Ms. Manuel. Insofar as nothing in the contract, you know — it is 
denominated a fee and nothing in the contract purports to restrict 
or what other law purports to restrict how they use their fee. 

Mr. Grayson. Okay. By the say, I am sending this clip to Bill 
O’Reilly, just so everybody is aware. 

Listen, when Boeing gets a fee, Boeing gets a fee under many dif- 
ferent government contracts, and in fact, earns profits under non- 
government contracts. Is that correct? 

Ms. Manuel. That is correct. 

Mr. Grayson. And have you heard the phrase “money is fun- 
gible”? Is that a phrase you have heard before? 

Ms. Manuel. Yes. 

Mr. Grayson. Okay. So what does that mean exactly, money is 
fungible? 

Ms. Manuel. It is going to mean there that once Boeing has 
earned its fee, it doesn’t matter whether it was, you know, when 
Boeing is spending it that it was money that it got from the gov- 
ernment or from some other source. 

Mr. Grayson. All right. So what that means in essence is that 
since money is fungible, when a company, a human being, any enti- 
ty receives cash and it is mixed in with other cash, it becomes basi- 
cally untraceable at that point. Money is money. It is all green, cor- 
rect? 

Ms. Manuel. That is correct. 

Mr. Grayson. All right. So when we try to actually trace what 
happens to fees, we are doing something that is basically difficult, 
if not impossible, because money is fungible, right? 

Ms. Manuel. Insofar as you were talking about a true fee and 
something like the fees under the procurement contracts, then yes. 

Mr. Grayson. All right. The reason why I am asking these ques- 
tions and the reason why I am asking this way is because I don’t 
want this Committee to become a scold. I don’t want us to be tak- 
ing it upon ourselves to investigate whether people drank alcohol 
at specific meals or whether they had a Christmas party. 
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I have a larger, bigger view of science and technology than that. 
I think of the sky and the stars, and I think of fusion power, and 
I think of all of the magnificent accomplishments that science has 
brought to us as a species, as human beings, and I don’t want to 
be dragged down into the point where I am looking around and 
saying I am shocked, shocked that gambling is taking place in this 
establishment like in the movie Casablanca. I think we should aim 
higher than that. Thank you. 

Chairman Loudermilk. The Chair now recognizes the gentleman 
from Ohio, Mr. Johnson. 

Mr. Johnson of Ohio. I thank you, Mr. Chairman, and I thank 
the panel for being with us today. 

What we are talking about today is the responsible use of tax- 
payer dollars. I appreciated my colleague, Mr. Grayson’s line of 
questioning. He said — if I am correct, he said we can’t tell people 
what to do with their own money. Well, this is not their own 
money. This is the hard-earned tax dollars of millions of American 
people that are filling the coffer and we are talking about account- 
ability on the use of that money and we are talking about trans- 
parency so the American people can see how that money is being 
used. 

Dr. Buckius, in the NSF’s proposed rule, it specifically lists a 
number of items including alcohol and non-business travel, non- 
business meals, luxury or personal items, and lobbying as examples 
of expenses that do not benefit NSF. Surprisingly, especially given 
the abuses by NEON, the NSF does not prohibit the use of man- 
agement fees for these federally unallowable expenses. In your 
written statement, you indicate that management fees are not to 
be used for such purposes but the NSF proposed rule doesn’t explic- 
itly prohibit. Why are these expenditures not explicitly prohibited 
in NSF’s proposed rule? 

Dr. Buckius. So are you referring to the past or future? So you 
have just been told that it is perfectly legitimate to 

Mr. Johnson of Ohio. I am not talking about what is legal. I 
am talking about your proposed rule. 

Dr. Buckius. Okay. So what we are going forward with is a pol- 
icy that will ensure that these things 

Mr. Johnson of Ohio. Does the proposed rule explicitly prohibit 
the use of those things that you have indicated that are not appro- 
priate? 

Dr. Buckius. It is proposed, remember. We are still taking com- 
ment on it. 

Mr. Johnson of Ohio. Does it explicitly prohibit and do you 
think it should? 

Dr. Buckius. Two different questions. I do 

Mr. Johnson of Ohio. Well, let us answer the second one first 
because that is the easy one. 

Dr. Buckius. I think 

Mr. Johnson of Ohio. Do you think it should? 

Dr. Buckius. I think it should. 

Mr. Johnson of Ohio. Okay. Well, great. Well, then let’s discuss 
accountability for the use of management fees. 

I have here an email from Timothy P. Kashmer of NSF to Tom 
Sheldon at NEON on January 8, 2009, and Mr. Chairman, I would 
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ask that that he entered into the record. And Mr. Kashmer says, 
“There is no rule or requirements for drawing down management 
fees for assistance awards. These are unauditable fees.” 

So do you agree that no one should be surprised that NEON used 
management fees as it did? By deeming the fees unauditable and 
informing NEON that there are no rules for their use, did NSE es- 
sentially signal NEON that it had carte blanche to use the fees in 
any way that they desired? 

Dr. Buckius. No, that is not true. So they proposed uses for the 
management fees that did not include the things that you just re- 
ferred to, and we provided them management fees to do that. They 
went ahead and used it for things that were not in the list. 

Mr. Johnson of Ohio. On what basis do you think then it would 
be appropriate to conclude that the management fee is 
unauditable? I mean, is all NSE funding appropriated by Congress? 

Dr. Buckius. I am not a lawyer. I can’t answer that one. 
Maybe — I guess the answer is yes. 

Mr. Johnson of Ohio. And is any of the money that is appro- 
priated or that Congress gives to NSE, is any of it not appro- 
priated? 

Dr. Buckius. I am sorry. 

Mr. Johnson of Ohio. My question is, how then, if this is appro- 
priated money, how does it magically turn into non-appropriated 
money that is not subject to be audited? 

Dr. Buckius. Okay, Marty, you’re going to have to answer this 
one. 

Mr. Johnson of Ohio. You can’t do that by policy, I don’t think. 

Dr. Buckius. But this is a fee. This is a management fee, and 
it has all of the 

Mr. Johnson of Ohio. But it is appropriated money, correct? 

Dr. Buckius. Yes. 

Mr. Johnson of Ohio. Okay, and it is my understanding, Ms. 
Manuel, isn’t all appropriated money from Congress subject to 
being audited? 

Ms. Manuel. I don’t know about auditing per se but I do know 
with federal procurement contracts that contract — it is appro- 
priated money that goes out the door in fees, and the general rule 
there has been that it is the contractor’s money once they have 
earned the fee. 

Mr. Johnson of Ohio. Okay. All right. 

Dr. Buckius, do you agree that regardless of a loophole in the 
law, that the use of taxpayer money on alcohol — and I think you 
have already said this — entertainment, lobbying is an unreasonable 
and inappropriate waste of taxpayer funds? 

Dr. Buckius. Our policy going forward after we receive comment 
will hopefully tell or have items in it that we would not want our 
grantees to be doing, and they include the things that you had pre- 
viously listed. 

Mr. Johnson of Ohio. Dr. Collins, what do you think? 

Dr. Collins. I would make the same point, that I did not agree 
with the way in which the funds were spent at that time, and going 
forward, we have already put policies in place that are consistent 
with your point. 
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Mr. Johnson of Ohio. Okay. Thank you, gentlemen and ma’am, 
for answering my questions. 

Mr. Chairman, I yield back. 

Chairman Loudermilk. The gentleman yields back. The gen- 
tleman also has documents that he would like entered into the offi- 
cial record, and I ask unanimous consent that the documents be 
entered into the official record. Without objection, they are entered. 

[The information appears in Appendix II] 

Chairman Loudermilk. I now recognize the gentleman from 
California, Mr. Bera. 

Mr. Bera. Thank you, Mr. Chairman. Thank you Ranking Mem- 
ber, and thank the witnesses for being here. 

I think we all agree that one of our core jobs and responsibilities 
as Members of Congress is to make sure we are stewards watching 
the use of taxpayer revenue. I think we agree there. 

From my perspective, the conversation here is about proper use 
of management fees versus the program goals of NSF and NEON, 
and I want to be very clear that I think most of us on the Science 
Committee, you know, many of us in the Minority clearly value the 
importance of NSF research and clearly understand the importance 
of programs and projects like NEON, which are incredibly impor- 
tant, particularly as the planet is changing, as biodiversity is 
changing. We have to be doing this research. I mean, in my home 
State of California, we are seeing rapid change to the environment. 
We are seeing record droughts that are dramatically affecting the 
biosphere. So again, this hearing is not about looking at NSF as 
a program and the value of that science or looking at the impor- 
tance of programs like NEON, so let us be very clear that from my 
perspective, these are incredibly important programs. 

That said, you know, when we — you know, I think in Dr. 
Buckius’s opening statement, everyone can acknowledge that there 
may have been some inappropriate use of management fees, and on 
a looking-forward basis, you look back, you audit, you get a sense 
of where may have fees been used inappropriately, not breaking 
the law but perhaps lacking good judgment, and in an environment 
where folks are paying attention to how we are using the taxpayer 
revenue. Dr. Buckius, it is my understanding that again looking 
forward, analyzing how the funds were used in the past, NSF is re- 
writing the rules, rewriting the policy on what is appropriate use 
of management fee versus not appropriate use of management fees. 
Is that correct? 

Dr. Buckius. That is absolutely the case. We want to make sure, 
as I have said a number of times, that the taxpayer dollars are 
serving this country’s interest in science and engineering and 
therefore we believe management fees are appropriate in order to 
make these kinds of efforts like NEON functional but we don’t 
want them to be done — or to be expended in a way that doesn’t 
really directly benefit the outcome of the research that we are try- 
ing to fund. 

Mr. Bera. And if I play off the testimony of my colleague from 
Florida, Mr. Grayson, NEON is not the only program in the federal 
government that has appropriated funds that also then have man- 
agement fees in there. So as we are looking at a single program, 
is it appropriate — NSF is one of the first agencies that is looking 
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at developing policy on the appropriate use of management fees 
versus not appropriate. 

Dr. Buckius. I can’t answer for other agencies. I het they are 
looking at them too. But yes, we are looking through all of our 
large projects like this one in order to make sure that we are all 
again investing in the right way. 

Mr. Bera. So again, as we redefine what is appropriate use of 
the fee, let us not limit this look just to a single agency and a sin- 
gle program like NEON. You know, as Mr. Grayson pointed out, 
you know, Boeing, you know, other energy companies, et cetera 
gets lots of appropriated federal dollars, and I guess Ms. Manuel, 
in most of those awards and appropriated funds, is it accurate to 
say that there are management fees that are part of this? 

Ms. Manuel. If you are looking at something like Boeing, those 
are generally procurement contracts and they are not denominated 
management fees. They are known as some other type of fee. 

Mr. Bera. Okay, but they are fees? 

Ms. Manuel. That is correct. 

Mr. Bera. And there is no federal oversight over how those fees 
are utilized? 

Ms. Manuel. The primary sort of control, if you will, is that the 
contractor has to have earned the fees pursuant to the terms of the 
contract. 

Mr. Bera. Okay. But once they earn those fees, they are free to 
use them however they want? 

Ms. Manuel. That is correct. 

Mr. Bera. Again, what I would suggest is that we don’t narrow 
in and focus in on a single agency, but as we are looking forward 
to be the best utilization of taxpayer dollars. You know, as NSF is 
going through their forward-looking proposals on how best to uti- 
lize those fees as well as what is appropriate use of fees, you know, 
there are probably lessons to be learned for other federal agencies 
and so forth. And you know, again, I applaud the fact that there 
is acknowledgement that there was poor judgment used and that 
NSF has taken proactive measures going forward to make sure 
that we can’t dictate how someone uses their judgment but we can 
put in policies and procedures to minimize misuse of funds. 

With that, I will yield back. 

Chairman Loudermilk. The gentleman yields back, and the 
Chair recognizes the gentleman from Florida, Mr. Posey. 

Mr. Posey. I thank you very much, Mr. Chairman. 

At the usual risk of being vilified as anti-science for any desire 
whatsoever to have some accountability and some transparency 
and be a little bit of a watchdog over taxpayers’ money, I think it 
is appalling to many of us that so many employees at the agencies 
obviously look at the federal budget and taxpayers’ money as some 
kind of big pihata. When you see them spending $150,000 on liq- 
uor, parties, lobbyists, I mean, that is the conclusion that my con- 
stituents back home would be drawing, and they would say what 
are we doing about that, and so my question, have you recovered 
any of the money that apparently obviously clearly was inappropri- 
ately spent? 

Dr. Buckius. So let me agree with you as a taxpayer that I want 
our dollars to benefit this country, but as we have been told, these 
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expenditures or management fees on these kinds of things is per- 
fectly acceptable. I argue poor judgment. I intend to try to make 
this change going forward. But so far, they are perfectly legal. 

Mr. Posey. And so NEON apparently shamelessly defends them? 

Dr. Collins. As I have said in my testimony, the individuals in- 
volved in making these decision could have used better judgment, 
and going forward from here, we put in place policies that 

Mr. Posey. I heard you say that, but if I ripped you off, I would 
expect that you would say hey, I want my money back, and I think 
you have ripped off the National Science Foundation and I think 
the honorable thing to do would be to say hey, we are going to give 
you your money back. 

Dr. Collins. Well, to reiterate Dr. Buckius’s point, and as Mr. 
Grayson explained, your characterization that NEON had ripped 
off NSF would not accord with the fact that these fees were pro- 
vided in a way that were not restricted, and we may disagree with 
how they were used when in fact they were used in a way that was 
consistent with 0MB 122. 

Mr. Posey. Well, that is pure doubletalk. I don’t think we would 
be here if it was appropriate behavior of any kind. On the one 
hand, you are saying it is appropriate. On the other hand, you are 
saying it is inappropriate, we are not going to do it again. I mean, 
I am just shocked by the answer, so 

Dr. Collins. I don’t want to characterize it as appropriate, as I 
have said. I don’t think it was invested in the right way but it was 
consistent with 

Mr. Posey. Well, if you spent money that the government en- 
trusted to you do to thing A and you did it on thing B, which was 
totally a selfish personal indulgence for which it was never in- 
tended, should not have been intended and you admit it should not 
future ever be intended, don’t you think it would be appropriate to 
pay the money back? I mean, just as a matter of fair play. Forget 
the political doubletalk, the bureaucratic doublespeak, just in fair- 
ness, in the real world. 

Dr. Collins. Well, as I said, I am not a lawyer and I don’t have 
the expertise to characterize that, but the way in which 

Mr. Posey. I am not asking for legal opinion. I am just talking, 
if you were one of my constituents, you would say hey, if they spent 
the money like they weren’t authorized to spend it and it was inap- 
propriate, I mean, who could possibly think the National Science 
Foundation gave you 150,000 bucks to spend on liquor, parties and 
lobbyists. I mean, does anyone in your agency believe that that is 
the correct use of the money? 

Dr. Collins. At this point, no. 

Mr. Posey. Okay. So don’t you think in all fairness you just give 
the money back to begin with? 

Dr. Collins. Well, the funds were invested in a way that were 
consistent 

Mr. Posey. That is not invested. Invested in liquor, parties and 
lobbyists, and I love your explanation of lobbyists to — what did you 
say, to help educate Congressmen on the validity of your agency? 
I think the first thing if you wanted Congress to be respectful of 
your agency is give the government back the money you cheated 
them out of. 
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Dr. Collins. Well, again, just to repeat, I don’t feel that the gov- 
ernment was cheated out of the money. 

Mr. Posey. Well, if was of no benefit to the government. We have 
established that. It was never intended to be spent on liquors, par- 
ties and lobbyists. We have established that. So you got the money. 
If you planned to do that in the beginning, you took it under false 
pretenses. If you — otherwise it was just a matter of deception and 
misuse of money, of taxpayers’ money that was entrusted to you to 
do public good. 

Dr. Collins. It would be important to stick with the distinction 
that Mr. Grayson has made and Ms. Manuel has made in terms of 
the way in which the fees, management fees, can be used as op- 
posed to appropriated funds, and the management fees came with- 
out specific stipulation. Now, going forward we have put very clear 
stipulation on the way in which those funds can be used that are 
absolutely consistent with the spirit that you are trying to bring 
forth here, and I agree with the spirit that you are bringing forth 
here. 

Mr. Posey. Well, you don’t agree with the spirit I am bringing 
forth because you don’t have advocate repaying the government for 
the money. 

Dr. Collins. Well, I don’t think the agency is in the position to 
pay back that money because in fact the funds have been expensed 
and they were used in a way that was consistent with the policy 
at the time. 

Mr. Posey. At the time, because there really was no policy. Is 
that what you are saying? 

Dr. Collins. There was not the guidance that went down to the 
specific level that you have been 

Mr. Posey. And everybody thinks you should be able to spend 
taxpayers’ money on liquor, parties and lobbyists, right? That is a 
pretty common perception. Is that a common perception in your 
agency? 

Dr. Collins. It is not a common perception in NEON, and as I 
said, it is not my perception and it is not the decision I would have 
taken, but it was the decision that was taken at the time. 

Chairman Loudermilk. The gentleman’s time is expired. The 
Chair now recognizes the gentleman from Virginia, Mr. Beyer. 

Mr. Beyer. Thank you, Mr. Chairman. Thank you, witnesses. 

I think it is important to recognize the worthiness of the NEON 
Project and, you know, the climate is changing quickly and dra- 
matically in ways that are affecting or will affect our lives, and the 
NEON project offers the capability to give us the data we need to 
make wise decisions for the American people. So I am happy that 
NSF and NEON are already taking concrete steps to implement 
the audit’s findings. 

But Dr. Collins, we have heard about some of the controversial 
expenses paid out of NEON’s management fee account. What are 
some of the less headline-grabbing expenses you charged to the 
management fees and do you have other sources of income? For ex- 
ample, if you wanted to pay back the $150,000 for the party and 
the lobbying, could you? And in paying for the lobbying, what was 
the purpose of hiring lobbyists? How does that help the mission of 
NEON and the American public? 
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Dr. Collins. Well, as I said, to take your last question, in terms 
of the lobbying, it helps the mission as far as providing an expla- 
nation for the importance of this sort of investment and this sort 
of facility. 

Now, the other kinds of things in which the fees are used would 
be, for example, on helping to pay for visas for leading scientists 
who would come to the country and work in this NEON Project. 

The other detail that you raised as far as other sources of funds, 
there are membership fees that come from universities that are 
members of the NEON Incorporated, the corporation overseeing the 
NEON project. 

Mr. Beyer. Could you in theory use those membership fees from 
universities to repay the liquor bills for the board meetings? 

Dr. Collins. I am not a financial expert and I honestly do not 
know whether those funds, again, to use a phrase that came up 
earlier, are completely fungible. 

Mr. Beyer. How many employees does NEON have? 

Dr. Collins. 350 right now with a variable group that comes on 
in the summer of about 100 to 150 temporary employees. 

Mr. Beyer. Is it not an important part of management leader- 
ship to create a culture within an organization where people work 
together and are mutually supportive of and committed to larger 
goals? 

Dr. Collins. I would argue that it is extremely important in any 
group and especially one as large as NEON. 

Mr. Beyer. Do holiday parties sometimes help with that func- 
tion? 

Dr. Collins. It has been my experience in 25-some-odd years of 
administration that holiday parties can help with that. 

Mr. Beyer. And if you didn’t pay for the holiday party out of the 
management fee, how would you pay for it? 

Dr. Collins. Well, there would be no way by which the corpora- 
tion could pay for it. You would have to do it by contributions from 
individuals. 

Mr. Beyer. If I can address Ms. Manuel for a minute, is there 
a legal difference in the ability of agencies to set limits on how fees 
are managed by nonprofits as opposed to how the profits are spent 
by other procurement agencies — the Boeing you mentioned earlier? 
And will we ever have a right to ask how Boeing spent their profits 
on holiday parties and lobbying? 

Ms. Manuel. I think a distinction potentially could be made in- 
sofar as you are talking about different types of agreements and it 
is very clear with procurement contracts what types of fees are al- 
lowed and what has to be done by the contractor to earn them. It 
is much less clear when you are talking about management fees 
under a cooperative agreement what determines the amount of the 
fee and what makes it payable to the contractor. 

Mr. Beyer. Is the profit that a major for-profit contractor like 
Boeing makes, is that taxpayer money? 

Ms. Manuel. It is. 

Mr. Beyer. I yield back, Mr. Chairman. 

Chairman Loudermilk. The gentleman has yielded back. The 
Chair now recognizes the gentleman from California, Mr. Knight. 
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The gentleman has no questions. I recognize the gentleman from 
Michigan, Mr. Moolenaar. No questions. 

I believe that is the extent of the questions that we have. First, 
I want to thank the witnesses for their testimony. I think it has 
been enlightening and will help this Committee as we go forward. 

As I indicated earlier, we have a higher responsibility in the po- 
sitions that you and I and those that are on this panel have be- 
cause we are not just dealing with money, we are dealing with the 
dollars that taxpayers have sent to us and we have a higher fidu- 
ciary responsibility to use those in a wise and reasonable fashion 
that actually affects the outcome of the purpose of which the tax- 
payers have sent us the money, and if there are loopholes, which 
I think we have identified that there may be — the expenditures 
have been identified as poor judgment, $25,000 on holiday parties 
that was from taxpayers, that — I apologize for that. If there are 
loopholes which we have identified that there clearly may be loop- 
holes, then it is the requirement of Congress, the people have sent 
us here, to make sure that those loopholes are closed and that tax- 
payer monies are spent in a responsible fashion. 

The record will remain open for two weeks for additional com- 
ments and written questions from Members, but before the Mem- 
bers are excused, I have been advised that Mr. Moolenaar does 
want to ask a question. The gentleman is recognized for five min- 
utes. 

Mr. Moolenaar. Thank you, Mr. Chairman. My apologies. I had 
a budget meeting that I needed to attend and was not able to hear 
some of the testimony, but I appreciate you being here, and I have 
been listening to some of the discussion, and I guess my question 
is for Dr. Buckius. 

There is a — NASA and 0MB have a policy that indicates that it 
always that costs under federal awards must be reasonable, allo- 
cable and allowable, and NASA indicates that paying business ex- 
penses, costs that are not reimbursable through a management fee 
would be circumventing the 0MB guidelines and therefore inappro- 
priate, and I just wonder how you would reconcile your position 
with the position of those agencies. 

Dr. Buckius. So other agencies do not have the same practices 
that we do. As I started off in the testimony, there are different 
attributes of the various agencies. Ours is one where we support 
extramural research. We don’t have physical facilities. So we have 
reviewed many of the other agencies’ practices and we are going to 
adjust ours as we go forward, but that doesn’t mean we will nec- 
essarily do exactly as they do simply because we are just a dif- 
ferent agency, we have different functions. 

Mr. Moolenaar. Do you think that those policies make sense 
from their standpoint? 

Dr. Buckius. I can imagine in their case where they might come 
to that conclusion, and we have talked about our posting in the 
Federal Register so we are taking input right now and so — and we 
are going to close in a couple of weeks so that we can actually then 
consider all these options. 

Mr. Moolenaar. Do you see any problem with the policies that 
they have? 
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Dr. Buckius. For the reasons that we have talked a little bit, 
management fees do serve a very important function for activities 
of nonprofits like NEON, and so curtailing, restricting, zeroing will 
cause a lot of inflexibility that we see could give us some problems 
but we do want to take a look at what other people do to ensure 
that we have got all sides of that. 

Mr. Moolenaar. Thank you, Mr. Chairman. I yield back. 

Chairman Loudermilk. The gentleman yields back. 

I just want to make sure every Member has ample opportunity 
to ask questions in this first and final round of questioning. 

Again, I have made a closing statement but I will reemphasize 
how important it is that we be extra cautious and transparent with 
the expenditures of taxpayer money. 

I want to again thank the witnesses for your valuable testimony. 
Members of the Committee for attending, and your questions, and 
at this point the witnesses are excused and the meeting is ad- 
journed. 

[Whereupon, at 11:24 a.m., the Subcommittees were adjourned.] 
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Answers to Post-Hearing Questions 
Responses by Dr. Richard Buckius 

HOUSE COMMITTEE ON SCIENCE, SPACE, AND TECHNOLOGY 
SUBCOMMITTEE ON OVERSIGHT 
SUBCOMMITTEE ON RESEARCH AND TECHNOLOGY 

"NSF's Oversight of the NEON Project and Other Major Research Facilities 

Developed 

Under Cooperative Agreements" 

QUESTIONS FOR THE RECORD 
Dr. Richard Buckius. Chief Operating Officer. National Science 
Foundation 


Questions submitted by House Science, Space, and Technology Oversight 
Subcommittee Chairman Barry Loudermllk and Research and Technology 
Subcommittee Chairwoman Barbara Comstock 


1. Did anyone at NSF specifically tell NEON that the management fees were 
unauditable? 

Answer: A review of NSF's records indicates at least one instance where the NSF Grants 
Officer responsible for initial award and administration of the NEON cooperative agreement, Mr. 
Tim Kashmer, indicated to NEON that management fee was unauditable. In a January 8, 2009, 
e-mail, Mr. Kashmer stated to Mr. T om Sheldon, NEON, that “There is no rule or requirements 
for drawing down management fees for assistance awards. These are unauditable fees, 
therefore as far as we are concerned you can draw down the entire amount of the fee, but 
probably a good idea to keep it monitored into a separate account.” 

The position by Mr. Kashmer that management fee was unauditable is consistent with our 
understanding of federal policy associated with profits or fees. 0MB Circular A-122, Cost 
Pn'nciples for Non-Profit Organizations, applicable at the time of award but since superseded by 
the Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal 
Awards (2 CFR 200)(Uniform Guidance), states specifically that: “Provision for profit or other 
increment above cost is outside the scope of this Circular.” 

Concerning the drawing down of fee. NSF is implementing policies that will not allow the 
awardee to draw down the entire amount of fee at one time, but instead allows awardees to 
draw down management fee in proportion to costs incurred during the performance period. 

2. What Is your procedure for oversight on how the taxpayer money is spent in all 
of NSF's 42,000 active awards. Including how often are the awards reviewed? — 

Answer: NSF carries out its mission primarily through the award of grants and cooperative 
agreements (CAs). CAs, a special form of grant, are used if substantial involvement is expected 
of the awarding agency beyond that of routine monitoring and technical assistance. Consistent 
with the Federal Grant and Cooperative Agreement Act, the principal purpose of CA is the 
transfer of something of value to a recipient to carry out a public purpose or stimulate activities 
that are not for the direct benefit of the Federal Government. By contrast, contracts are used 
when the funded activity is securing something of direct benefit or use by the Federal 
Government. Federal statutory requirements for grants and CAs are governed by the Uniform 
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Guidance and OMB Circulars; the Federal Acquisition Regulations (FAR) sets these 
requirements for contracts, including instruction to the federal agency, 

NSF monitors each of its 42,000 active awards using a risk-based protocol and a set of mature 
oversight procedures. As detailed in the attached standard operating guidance (SOG), each 
recipient organization and award is subject at least annually to NSF baseline monitoring 
activities. Supplementary advanced monitoring, i.e., either a site visit or a desk review, is 
applied to those recipients identified in the annual risk assessment. The Foundation’s 
commitment to stewardship over taxpayer investments is evidenced by its emphasis on 
promoting the optimal and efficient use of resources, as well as integrity, transparency, and 
highest standards of performance in administration, business processes, management, and 
oversight. 

GRANTS MANAGEMENT MODEL 

The Foundation’s grants management model consists of a growing, comprehensive portfolio of 
accountability efforts that broadly addresses NSF’s programmatic and business performance. 
These efforts span the six life-cycle stages of an award - proposal submission, merit review, 
pre-award efforts, post-award monitoring, award close-out, and audit and follow-up - and 
represent a collaborative effort of NSF program and administrative offices. 

Accountability activities across the grants life-cycle (see Attachment 1) identify NSF programs 
that have been broadly recognized for excellence. These programs include: NSF merit review, 
automated systems, and risk-based monitoring (highlighted in yellow). A dynamic infrastructure 
supports accountability efforts throughout the grants life-cycle; it is depicted at the bottom of the 
table (highlighted in blue). This infrastructure capitalizes on the expanding capability of 
electronic business systems and information management to implement business rules that 
strictly enforce federal regulations as well as agency-specific policies and procedures. 

PRE-AWARD MONITORING 

Pre-award efforts play a significant role in NSF oversight and touch every award submitted to 
NSF from communications with the potential awardee community that strengthen competition 
and ensure transparency through pre-award oversight by program offices and NSF grants 
administrators. Essential to these efforts are: 

• Program announcements/solicitations/descriptions set programmatic and administrative 
requirements. 

• Merit review ensures a fair, competitive, transparent, and in-depth review of proposals 
against National Science Board (NSB) criteria of intellectual merit and broader impacts. 

Strict attention to conflicts of interest (COI) ensures impartiality and is enforced/ documented 
through NSF IT systems. 

• Award recommendations by NSF Program Officers (POs) are based on the outcomes of 
merit review, special program considerations, and alignment of project scope with overall 
budget. The level of review depends on project size and complexity; large-scale projects 
may be subject to site visits or reverse site visits before award recommendations are 
finalized. 

• Funds obligation is the sole responsibility of Grant Officers (GOs) who review business, 
financial, management, and other non-research aspects of proposals, and set financial 
and/or programmatic terms and conditions to the awards. New potential awardee 
institutions receive a financial capability review; potential awards with budgets of $10 million 
or more are reviewed by NSF Cost and Financial Analysts. 
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POST-AWARD MONITORING OVERVIEW 

Critical to post-award review is oversight by NSF program offices in reviewing scientific 
progress. Research Performance Progress Reports (Annuat/Final) are required of all NSF 
Principal and co-Principal Investigators (PIs/co-PIs), Failure to submit timely reports delays 
processing of additional funding and administrative actions on any active award for all 
identified Pis and co-PIs. NSF IT Systems block processing as long as reports are 
outstanding. For final reports, lack of timely submission delays NSF review and processing of 
any pending proposals for all identified Pis and co-PIs on the given award. (See NSF Awards 
and Administration Guide (AAG), (NSF 15-1). Section II.D .f 

NSF uses a structured, coordinated approach to identify and mitigate risks across its award 
portfolio, particularly those risks associated with institutions that may not possess the capacity to 
manage awards. This effort results in an assessment of an institution’s grant management 
capacity; targets monitoring efforts on specific areas of concern; and provides business 
assistance to help institutions improve their capacity to manage awards more effectively. (See 
Attachments 2 and 3) 

Risk-based portfolio management provides assurance that awardees are capable of 
administering grants and cooperative agreements in compliance with federal regulations and 
NSF policies. Elements of this approach include; 

• Annual Risk Assessment across NSF’s award portfolio estimates the comparative level of 
risk associated with NSF awards managed by an institution and determines the type of 
advanced monitoring activity to implement. Each award is assigned a weight denoting its 
risk as a function of award factors (size, complexity), institutional factors (organization type, 
experience in grant administration), prior monitoring activities (recency, compliance issues), 
and recommendations from NSF administrative and/or program offices. 

• Baseline monitoring touches all NSF awards, verifying that institutions implementing these 
awards comply with federal regulations and the terms and conditions of NSF award 
agreements. It identifies exceptions and potential issues that require immediate or further 
scrutiny through advanced monitoring. 

• Advanced Monitoring is used to develop reasonable assurance that institutions managing 
higher-risk awards possess adequate policies, processes, and systems to properly manage 
federal funds. As further detailed in the attached, NSF advanced monitoring activities 
Include Business System Reviews of large facilities awards; on-site and virtual visits of 
research award recipients; and desk reviews. 

OTHER OVERSIGHT ACTIVITIES 

NSF engages in a number of other activities that provide oversight to NSF projects and 
programs broadly defined. Integral to these activities are: 

• Resolution of External Audits. Annually, NSF is engaged in the resolution of approximately 
12 NSF OIG audits and approximately 260 Single Audits of awardees that expended more 
than $750,000 in federal expenditures in the previous year. Single Audits are independent 
audits required under Uniform Guidance (2 CFR 200, Subpart F). NSF resolves all 
questioned costs and administrative- and policy-related findings, and engages in follow-up to 
verify implementation of relevant corrective actions on the part of awardees. 

• Committee of Visitors (COV) Reviews. COVs are conducted every three years for each 
major NSF program. These reviews engage external experts in (1) assessing the quality 
and integrity of program operations and program-level technical and managerial matters 
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related to proposal decisions and (2) commenting on how outputs and outcomes of 
supported research contribute to NSF's mission and strategic outcome goals. 

3. In 2011, the Department of Defense adopted guidelines which addressed 
management fees for unailowabie costs. They implemented an annual review, which 
evaluates what the management fee was used for and whether it was consistent with 
what was represented by the awardee when requested, in addition, if it is determined 
that the fee was used for purposes other than what was agreed upon, both the amount 
and the need for the fee could be challenged. 

However, the NSF's December 30, 2014 proposed guidelines for management fees do 
not require an annual review and the remedy for violating the agreed upon use is a 
reduction in future management fees. In light of the abuses by NEON that the NSF has 
described as "disconcerting," should NSF move immediately to an approach that 
parallels DOD's? 

Answer: NSF’s proposed management fee policy, which was published in the December 30, 
2014 Federal Register lor public comment, was heavily influenced by DoD’s policy. We 
believe that the policy closely parallels DoD's approach for addressing management fee. 

NSF does take an approach consistent with DoD of providing for periodic reviews of 
management fee use, but allows for some level of flexibility in the timing of the review. NSF 
did not include a specific timeframe for the periodic review of management fee use by 
awardees because it was determined that the timeframe for reviews would be more 
appropriately addressed in implementing procedures that were separately developed by the 
Agency. Those implementing procedures, established as Division of Acquisition and 
Cooperative Support Standard Operating Guidance (SOG) 2015-1, Negotiation, Award and 
Payment of Management Fee, state specifically that: 

“Grants and Agreements Officers shall also perform periodic reviews of management 
fee usage under an award. Unless a different timeframe is established based on a 
decision by the Chief, Cooperative Support Branch, based on an analysis of historic 
information on use of fee, the review will take place annually. In no circumstance will 
the time between reviews exceed two years. Repeated, unexplained failure to 
reasonably adhere to planned uses of fee may result in reduction of future 
management fee amounts under the award.” 


NSF is planning the publication of a finalized revision to the agency’s management fee policy 
that would state that as a term and condition of the award the awardee will be required to 
provide information (typically annually) on the actual use(s) of management fee. 


NSF’s approach is consistent with DoD’s approach in that if it is determined that the fee was 
used for purposes other than what was agreed upon, both the amount and the need for the 
fee could be challenged. 

4. The Department of Defense and other federal agencies require an independent cost 
proposal audit before executing a cooperative agreement and annual independent cost- 
incurred audits thereafter for projects of $60+ million? Proceeding without resolution of 
cost proposal audit issues and conducting major project "reviews" on an as-needed 
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basis pose significant risks for taxpayers. When a soie-purpose non-profit is involved, 
there is no means of recovering taxpayer funds spent inappropriately. Will NSF revise its 
policies to independent audits for $50+ million projects? 

Answer: Based on our review of federal regulations associated with financial assistance 
agreements, we have no indication that a requirement exists to perform independent cost 
proposal audits or annual independent cost-incurred audits thereafter for projects of $50+ 
million. 

NSF agrees that proceeding with an award virithout the resolution of cost proposal audit issues 
does propose a risk. However, the following must be considered: 

Based on DCAA audits that it had commissioned, the NSF OIG identified what it termed as 
unallowable costs associated with the proposals for three major projects (NEON, the Ocean 
Observatories Initiative (001), and the Advanced Technology Solar Telescope (ATST), now 
named the Daniel K. Inouye Solar Telescope (DKIST)), however, this information was only 
provided to NSF after these awards had been made. Suspending the awards pending 
resolution of the audit information would have resulted in schedule and cost delays to the 
projects. Instead, NSF proceeded to disposition the audits following the guidelines set forth in 
the Agency’s audit resolution process, understanding that any costs questioned through the 
audits and sustained by the Agency could be resolved through subsequent modification to the 
awards. Ultimately, of approximately $305 million in questioned costs raised through the audits 
associated with these three projects, only approximately $19.8 million was sustained by the 
Agency for potential reductions in the award amount, resolving the audit (these sustained costs 
were associated with the NEON project). It is important to note that this amount did not 
constitute unallowable incurred costs by the organization, but instead constituted differences in 
projected costs necessary to complete the NEON project. This resolution was set forth in a NSF 
Audit Resolution Memorandum that was forwarded to the Office of the Inspector General for 
coordination per the agency’s implementation of 0MB Circular A-50 on April 8, 2014. The OIG 
accepted this proposed resolution on January 30, 2015. Completion of the effort to renegotiate 
the estimate for the NEON award is pending based on the need to obtain an independent 
assessment of the revised estimate as committed by NSF to the OIG. 

Concerning the question of conducting major project reviews on an as needed basis, we are not 
clear on the specific reviews referenced, however, NSF, like other federal agencies, often 
conducts periodic reviews and assessments of in-process awards. 

NSF disagrees with the statement that "When a sole-purpose non-profit is involved, there is no 
means of recovering taxpayer funds spent inappropriately.” All financial assistance agreements 
are subject to federal requirements to ensure proper oversight of funds. NSF, like other federal 
agencies, reimburses organizations for costs incurred under federal awards that are determined 
to be allowable, allocable, and reasonable under federal cost principles. NSF has controls in 
place to prevent the reimbursement of costs that are unallowable under federal cost principles. 
To ensure the proper accounting of funds in accordance with federal standards, NSF looks to 
the provisions of the Single Audit Act of 1 984. Pursuant to that Act, and as directed by 
Congress and the Office of Management and Budget, NSF relies on the work of non-Federal 
auditors performing annual OMB-prescribed A-133 audits which constitute the federal standards 
for performing audits of states, local governments, and non-profit organizations. These audits 
help ensure compliance with federal requirements and are designed to provide adequate 
assurance that funds under federal financial assistance awards are properly spent. 
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Additionally, NSF supplements these legislatively mandated and OMB-required audits with other 
post-award monitoring activities that the agency undertakes, such as accounting system 
reviews, formal business systems reviews covering internal controls for financial and other 
business functions, site visits including the examination of cost records, and indirect cost rate 
reviews that are part of the agency’s obligation to establish indirect rates under certain awards 
for which it is the cognizant audit agency. 

Finally, specific to the last question, NSF has not revised its policies to require independent 
audits for projects with an estimated cost of $50 million or more. We are aware of no federal 
requirement that would mandate such a policy. We are also not aware of other federal agencies 
with such a policy. Instead, NSF has implemented procedures for the review of cost proposals 
that require that the Agency consider the need for pre-award cost proposal audits on a case-by- 
case basis dependent upon the circumstances of the award. This approach is consistent with 
the DCAA Audit Manual. NSF has also undertaken new additional cost control measures under 
large facility construction projects to provide additional assurance that awards only include 
amounts for allowable costs. As part of these strengthened procedures, NSF will now obtain full 
formal audits of awardees' accounting systems and practices prior to entering into future large 
facility construction cooperative agreements totaling $100 million or more in those cases where 
NSF is the cognizant agency and where such an audit has not been performed within the past 
two years. In addition, NSF has strengthened requirements set forth in the Agency's Large 
Facilities Manual for prospective large facility awardees to provide adequate documentation of 
cost estimates at gateway reviews and throughout the project. These requirements, and the 
recently implemented requirement to obtain independent cost reviews by outside parties prior to 
the award of large facility construction projects, are designed to provide NSF management with 
additional confidence in the estimated total project costs for these awards. 

5. At the Committee's December, 2014 hearing, the NSF Inspector General (IG) 
questioned the budgets for four major research projects, "While NSF knows what it will 
spend on these projects, it is not clear whether it knows what they will cost." Under the 
auspices of the IG, there were apparently three attempts at a cost proposal audit of the 
NEON project. The last of these was completed and set forth $154 million in 
undocumented or questionable costs. Nevertheless, NSF went ahead and approved the 
project at the full amount without documenting resolution of any of these amounts. 

Other federal agencies, including science agencies, reconcile independent cost 
proposal audits before finalizing construction costs. Why doesn’t NSF do this? Will 
NSF commit to a change in its current policies and resolve significant issues raised by 
cost proposal audits before awarding major facilities' grants? 

Answer: It is important to note that the subject audit had been commissioned by the NSF OIG 
and not by the Agency, and as stated above the results of the audit were not provided to NSF 
until after the NEON construction award had been made. NSF had conducted a separate 
review of the NEON cost proposal prior to making the award. Suspending the NEON award 
pending resolution of the audit issues would have resulted in schedule and cost delays. 

Instead, NSF proceeded to disposition the audits following the guidelines set forth in the 
Agency’s audit resolution process, understanding that any costs questioned through the audits 
and sustained by the Agency could be resolved through subsequent modification to the awards. 
Ultimately of costs questioned through the audit, $19.8 million were sustained by the Agency for 
potential reductions in the award amount, resolving the audit. It is important to note that this 
amount did not constitute unallowable incurred costs by the organization, but instead constituted 
differences in projected costs necessary to complete the project. This resolution was set forth in 
a NSF Audit Resolution Memorandum that was forwarded to the NSF OIG for coordination per 
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the agency’s implementation of 0MB Circular A-50 on April 8. 2014. The NSF OIG accepted 
this proposed resolution on January 30, 2015. 

6. Management fees are authorized by the funding agency when a non-profit 
organization has no other source of revenue to defray unallowabie costs that are 
considered to be necessary and ordinary requirements for doing business. However, 
according to the NSF inspector General's November 24, 2014 memorandum, during the 
last five years almost $5 million was awarded in management fees to six awardees - 
excluding NEON -and all of them had multiple sources of income. If this is true, 
please explain why NSF would award a management fee when there is another source 
of revenue to cover unallowable project costs? 

Answer: NSF’s past practice for reviewing management fee proposals did not include the 
specific written requirement that management fee would only be authorized when an awardee 
had no other source of revenue to cover certain necessary costs that may not be reimbursable 
under the governing cost principles. NSF has re-examined the Agency’s new management fee 
policy requiring consideration of other sources of income. NSF has determined that a 
management fee may be authorized for awards in the limited circumstances of financial 
assistance awards for construction or operations of a large facility as the responsible 
organization is likely to incur certain legitimate business expenses that may not be reimbursable 
under the governing cost principles. NSF provides for management fee in these limited 
circumstances, as appropriate, recognizing that the awardee would only incur such expenses as 
a result of its support of the NSF-funded activity. Such reimbursement would be appropriate 
even in situations where the organization has other sources of revenue. 


7. The NSF indicates in their proposed rule that it uses management fees as a 
"financial incentive" and to "obtain and retain high caliber staff." However, according 
to the NSF's Inspector General, these factors are already covered with award or 
incentive fees. 


a. Can you please explain if - and why - management fees are paid as financial 
incentives? To enable the fee recipient to recruit and retain high caliber staff? 

Answer; NSF considers payment of a management fee for a highly limited subset of 
awards, all dependent on advanced scientific knowledge and technical expertise that is not 
readily found in a commercial marketplace. The objective of these awards is the support of 
cutting-edge scientific research, it is paramount that awardees have the flexibility to obtain 
and retain the best minds in this regard. NSF notes that use of management fee for 
providing financial incentives to obtain and retain high caliber staff warrants careful 
consideration. Selected items of cost identified in the Uniform Guidance allow for some 
aspects of these types of expenses, but not all. For example, where an employee who has 
received allowable relocation expenses resigns within 12 months after hire, the awardee is 
required to refund or credit the Federal share of the cost to the Federal Government. Under 
such circumstances, that repayment would not be covered as an allowable cost or even later 
as an indirect cost. Therefore, funds available for repayment would be limited and use of 
management fee may be appropriate. Providing a housing allowance for a project executive 
that may be on assignment at another location is another example of an expense that would 
not be covered by the cost principles but may be ordinary and necessary. 
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b. What is the range of salaries and benefits paid to the top leadership at NEON? 
How are those salaries justified? is the opportunity to lead singular research 
efforts relevant to recruitment and retention of professional staff? 

Answer: As of February 25, 2015, NEON, Inc.’s top leadership salaries range from 
$175,695 to $304,741 (see Table below). NEON, Inc.’s top leadership receives additional 
benefits for medical, dental, and vision coverage in accordance with eligibility criteria 
covering all NEON employees, including 6% retirement plan contribution. Benefit levels 
range from $7,433 to $15,696 (see Table below). 


Table: NEON Annual Salaries by Job Title 


Job title 

Annual Salary 
as of 

February 25, 
2015 

111 - 

Chief Executive Officer 

$304,741 

$15,696 

Observatory Director 

$234,000 

$11,486 

Project Manager 

$234,000 

$13,737 

Chief Financial Officer 

$213,717 

$13,175 

Chief Human Resources 

$213,462 

$13,168 

Chief of Education and Public 
Engagement 

$203,825 

$10,651 

Chief of Strategic Alliances 

$175,695 

$7,433 


NEON, Inc. maintains and administers established policies and practices to Justify 
compensation, which includes surveying the labor market for the types of positions it has 
and establishing pay rates based on what is competitive for recruitment and retention in the 
relevant labor market. Currently, NEON, Inc. uses data from the Radford Technology 
Survey; the Pearl Meyer Chips One; Mountain States Employers Council for Colorado, 
Wyoming, Arizona, New Mexico; and the Economic Research Institute. The compensation 
data provided by these surveys allows NEON, Inc. to find relevant salary information from at 
least one source for most positions. For unique or hybrid positions NEON, Inc. utilizes 
Occupational Information Network or relevant small firm or niche salary surveys conducted 
by position of related associations or professional membership groups. 

NEON, Inc. employs professional staff who are engaged in scientific research. For several 
professional scientific staff positions, a demonstrated record of leading research efforts is 
required as part of their formal job duties and would be essential to their recruitment and 
retention by NEON, Inc. Most scientific, engineering, and professional staff employed by 
NEON, Inc., however, are not required to lead singular research efforts as part of their 
formal Job duties; such opportunities, therefore, would not be relevant to recruitment and 
retention, 

8. In an October 1, 2014 response letter to Senators Grassley and Paul, the NSF 
asserted, "NSF does not provide this [management] fee on an incurred cost basis." 
However, NEON's first request for a management fee to the NSF was for the exact 
amount of the unallowable expenses that it incurred. How is this not providing a 
management fee on an incurred cost basis? 
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Answer: Except for one item of cost as noted below, NEON represented in its request to NSF 
for management fee that the fee was for potential and anticipated costs, not for incurred costs. 
On December 8, 2008, NEON, Inc. formally requested payment of a management fee to the 
organization for work under the NEON construction award. NEON, Inc. represented to NSF that 
the proposed management fee would be used for specific purposes, including: (1) Contract 
Terminations and Losses, (2) Outreach Activities, (3) Personnel Related, and (4) Business 
Meals/Others. NSF reviewed and approved the request consistent with our practice of allowing 
the payment of a management fee for, among other purposes, coverage of non-reimbursable 
costs deemed necessary for operations. Of the $190,000 in management fee requested by 
NEON, all items of cost except for $1 1 ,000 were represented as potential and anticipated 
costs. The $1 1,000 requested was proposed by NEON to reimburse the NEON membership fee 
account which was used to cover the cost of canceling a scheduled vendor conference. 

9. In an October 1, 2014 response letter to Senators Grassiey and Paul, the NSF 
indicated that a "management fee represents the parties' agreement as to a fixed 
amount constituting a fee or profit earned by the awardee." 

a. Given that NEON is a non-profit entity, under what authority is it appropriate for 
NSF to pay a "profit" to a non-profit organization? 

Answer: The Uniform Guidance (2 CFR 200.400(g)) states that “[tjhe non-Federal entity 
may not earn or keep any profit resulting from Federal financial assistance, unless explicitly 
authorized by the terms and conditions of the Federal award.” In addition, available 
guidance on accounting for non-profits makes it clear that non-profit earnings are 
“profit.” NSF determined that given the nature of the NEON cooperative agreements, 
management fees were appropriate and expressly allowed in the terms and conditions of the 
award. 

b. What specifically has NEON done to earn a fee or a profit above and beyond 
consideration negotiated in the cooperative agreement? 

Answer: NSF cooperative agreements provide for cost reimbursement for allowable direct 
and indirect costs. In the limited subset of awards (currently 14 out of roughly 53,000 active 
awards) where NSF provides management fee, it does so not because the fee is earned as 
a reward. Rather, NSF provides it recognizing that there are legitimate expenses an 
awardee may encounter that are not covered by the cost principles. The Federal 
Government has recognized the validity of providing fee to cover these types of concerns for 
at least half a century, dating back to the Kennedy Administration and the Bureau of the 
Budget Committee’s report on “Government Contracting for Research and Development,” 
commonly called the Bell Report. 

10. In 2011, NSF concluded its Business Systems Review for NEON. As part of that 
review, NSF stated that it reviewed NEON's entire Policies and Procedures Manual. 
Included in that manual is a form, dated September 29, 2009 and entitled "Pre-Approval 
of Unallowable Expenditures." This form provides check-boxes for expenses including 
alcohol, entertainment and lobbying, and the accompanying policies instruct NEON 
employees to fill out the form to request payment of these unallowable expenses with 
taxpayer funds. 


The Business Systems Review did not make any mention of NEON's proposed use of 
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taxpayer funds for alcohol, entertainment, or lobbying. Given that this form was 
included in the documents that NSF specifically stated it examined in the Business 
Systems Review, why was no action taken at the time to prohibit NEON from spending 
taxpayer funds on these "disconcerting" expenses"? 

Answer: The Business Systems Review process did identify and review this form, which was 
used to ensure that such costs were not categorized as allowable direct costs, but rather 
covered by NEON private funds. Management fees collected from NSF awards are considered 
NEON private funds by law. We believe that this position is consistent with testimony provided 
at the February 3"* Hearing by the Congressional Research Service (CRS). Specifically, our 
copy of the written testimony provided by the CRS for the February 2"“ Hearing states that; 

The payment of fees to a procurement contractor is generally governed by the 
terms of the contract regarding the “earning” of these fees, not the allowability of 
costs. Moreover, once the fees have been paid, the funds are generally seen as 
indistinguishable from the contractor’s other funds, and may be used in any way 
that is permissible under generally applicable laws. The same could potentially be 
said of any fees paid to a non-federal entity under a cooperative agreement, 
although it should be noted that federal law could sometimes restrict what a 
recipient of federal funding may do with its own money.' 

Prior to implementation of NSF’s new policy, use of fee was discretionary with no specific 
limitations. Going fon/vard, NSF has now published specific written policies on use of 
management fee and NEON has already agreed to adopt them. NEON's business practices 
and forms will be modified accordingly. 

11. The Byrd Anti-Lobbying Amendment prohibits aii appiicant and recipients of 
Federal contract, grants, loans, and cooperative agreements from using funds 
appropriated by acts of Congress for lobbying. 

NEON disclosed in its publically-available income tax returns that it was expending 
funds on lobbying that exceeded the amount of its nonpublic funds. It further stated 
that the purpose of those lobbying expenditures was to attempt to influence members of 
Congress by ”deveiop[ing] ... a targeted appropriations strategy to attract support for 
NEON" and "drafting] letters to members of congress ... to advocate NEON's 
objectives." 

a. Did NSF ever review NEON's publically-available income tax returns? 

Answer: NSF personnel did not review NEON Inc.’s income tax returns; however, NSF 
personnel did review NEON, inc.’s Lobbying Certification as required by the lobbying 
restrictions common rule adopted by Federal awarding agencies in 55 Federal Register 
6736. The common rule requires non-Federal entities who request a Federal award 
exceeding $100,000 to complete this certification. This certification states that the non- 
Federal entity must complete the “Disclosure Form to Report Lobbying”, if they use 
unappropriated to influence or attempt to influence an officer or employee of any agency in 


For example, non-profit social welfare organizations that are tax exempt under 26 U.S.C. §501{c)(4) are restricted 
from engaging in “lobbying activities’ if they receive a federal grant, award, or loan (2 U.S.C. §1611). This 
prohibition extends to any lobbying activities, including those undertaken with private funds. See id. 
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the connection with the Federal award. NEON, Inc.’s Chief Financial Officer certified their 
compliance with the requirements and standards on lobbying costs in OWIB Circular A-122 
for fiscal years 2008-2013. 

b. Do you believe that OMB (Office of Management and Budget) has given you the 
authority to disregard the Byrd Amendment and pay NEON'S lobbying expenses 
with taxpayer funds? 

Answer: The Byrd Anti-Lobbying Amendment (“Byrd”) provides limitations on the use of 
appropriated funds to influence certain Federal contracting and financial transactions. In 
accordance with the Act, the Office of Management and Budget (OMB) provided 
government-wide guidance regarding its implementation. Consistent with that guidance, 
profits and fees are excluded from the limitations imposed by the Byrd amendment.. .(see 
1 990 Federal Register notice, which states that "[p]rofits, and fees that constitute profits, 
earned under Federal grants, loans, and cooperative agreements are not considered 
appropriated funds” (55 Federal Reglster24540, 24542 (June 15, 1990)). Nevertheless, 
NSF’s new policy on use of management fee specifically provides that fees should not be 
used to support lobbying as set forth in the Uniform Guidance (2 CFR 200.450). 

12. When did NSF first learn of NEON using federal funding for alcohol, parties, and 
lobbying? 

Answer; During a Business System Review that was conducted in 201 1 , NSF became aware 
that some portions of the management fee had been used on these types of expenses. There 
were discussions with NEON concerning the uses; however, it was determined at the time that 
management fees expenditures were outside the purview of the cost principles. In 2013, NSF 
obtained more detailed information on NEON, Inc. fee usage during the audit resolution process. 
Given the fee usage by NEON, Inc,, NSF denied both a request for an increase in NEON’S 
management fee under the current construction award in 201 3, and a fee under the early 
operations award, pending resolution of this matter. 

Beginning early in 201 3, NSF initiated action to review its management fee practices and assess 
what alternatives were available to it in conducting its audit resolution activities. NSF staff 
conducted research on the issue including review of other agencies policies and practices and 
interviews with other agency personnel. Several draft versions of internal guidance concerning 
negotiation and award of management fee were produced and debated internally. 

These efforts resulted in the management fee policy published in the Federal Register on 
December 30, 2014 and corresponding internal implementing guidance issued January 2, 

2015. Regarding the latter, NSF determined that management fee represented an element 
above cost not subject to audit review, and that awards of any future management fee amounts 
would take into consideration NEON Inc.’s previous use of fee. 

This resolution was set forth in NSF’s Audit Resolution Memorandum that was forwarded to the 
Office of the Inspector General for coordination per the agency’s implementation of OMB 
Circular A-50 on April 8, 2014. The OIG accepted this proposed resolution on January 30, 

2015. 

13. Most of the expenses you stated as "ordinary and necessary" in your written 
testimony have to do with credit and capital budgeting. The intent of these expenses 
seems to be to provide the grantee with cash for use between the date it expends 
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money on its projects, and the date that the Government reimburses it for those 
expenditures. 

a. Can grantees receive payments from NSF electronically before they expend any 
cash? 

Answer: Yes, NSF policies on financial requirements and payment are set forth in NSF 
Award and Administrative Guidance (AAG). III.C.2.a. “[ajdvance payments to grantees must 
be limited to the minimum amounts needed and be timed to be in accordance with the 
actual, immediate cash requirements of the grantee in canying out the purpose of the 
approved program or project. The timing and amount of advance payments must be as 
close as is administratively feasible to the actual disbursements by the grantee for direct 
program or project costs and the proportionate share of any allowable indirect costs. When 
making a payment request, grantees must certify that all disbursements have been made, or 
will be made, within three days of the receipt of the payment in accordance with the terms 
and conditions of the award.” 

Grantees may submit requests for payments as often as they like and are authorized to 
receive payments from NSF in advance of costs incurred provided that the following 
conditions exist: (i) [fjunds for the project period have been obligated by a Grants and 
Agreements Officer in the form of a signed grant; (ii) [t]he grantee has established written 
procedures that will minimize the time elapsing between the transfer of funds from the U.S. 
Treasury and their disbursement by the grantee; and (iii) [tjhe grantee's financial 
management system meets the standards for fund control and accountability prescribed in 
0MB Uniform Administrative Requirements, Cost Principles, and Audit Requirements for 
Federal Awards (2 CFR § 200.302). NSF may restrict a grantee's capability to request funds 
when grantees do not meet these conditions or when otherwise considered appropriate. 

b. NEON'S log of management fee expenditures does not seem to show one dollar 
for capital budgeting expenditures. The only ordinary and necessary item paid 
for with management fee money seems to be late fees - and that accounts for a 
Just few thousand dollars out of $1.7 million in fees. Would you please review 
the NEON log and calculate the total amount of management fee expended for 
necessary and ordinary business expenses? 

Answer: NSF conducted an initial review of NEON, Inc.’s log of management fee 
expenditures. Although the log provides brief descriptions of the expenditure transactions, 
there is not enough detail and support to make a determination of whether the expenses are 
consistent with NSF’s new policy and, further, calculate the amount expended for necessary 
and ordinary business expenses. 

Management fees are an item above cost, therefore - NSF did not require NEON, Inc, to 
report how those monies were expended. As an item above cost, management fee is not 
subject to audit. This position is consistent with testimony provided at the February 3"’ 
Hearing by the Congressional Research Service (CRS), Additional time is needed to 
coordinate with NEON, Inc. and gather the necessary information to conduct a thorough 
analysis of the management fee expenditures, 

c. Why did NSF continue to pay a management fee that eventually totaled $1.7 
million when even a cursory scan of the NEON log of expenditures revealed 
relatively few unallowable costs that could be considered ordinary and necessary 
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business expenses? 

Answer: Although NSF has issued new policy providing more definitive guidance on use of 
management fee provided under financial assistance agreements, management fee is an 
item above cost, and is not subject to audit. This position is consistent with testimony 
provided at the February 3^ Hearing by the Congressional Research Service (CRS). 
Specifically, our copy of the written testimony provided by the CRS for the February 2"'* 
Hearing states that: 

The payment of fees to a procurement contractor is generally governed by the 
terms of the contract regarding the “earning” of these fees, not the allowability of 
costs. Moreover, once the fees have been paid, the funds are generally seen as 
indistinguishable from the contractor’s other funds, and may be used in any way 
that is permissible under generally applicable laws. The same could potentially be 
said of any fees paid to a non-federal entity under a cooperative agreement, 
although it should be noted that federal law could sometimes restrict what a 
recipient of federal funding may do with its own money.^ 

We further note that our analysis of NEON Inc.’s use of fee has determined that 
documentation is not clear thus it is also not clear whether the expenses can be considered 
to be an inappropriate use of fee. For example, expenditures related to meals and food 
items may have been appropriate if related to business purposes and reasonable, however 
documentation concerning this matter is not clear. 

d. Does the NSF review actual management fee expenditures for any of the non- 
profits with which it has cooperative agreements? 

Answer: In the past NSF has not reviewed management fee expenditures for any of the 
non-profits that have received such fees under cooperative agreements. This has been 
consistent with NSF’s understanding that fees are payments of amounts above cost and not 
subject to audit. This position is consistent with testimony provided at the February 3 '^ 
Hearing by the Congressional Research Service (CRS). Going forward, NSF is adopting 
new policy requiring the periodic review of management fee expenditures to examine the 
extent to which awardee fee proposals have proven reliable when compared with actual 
uses of management fee. Repeated, unexplained failure to reasonably adhere to planned 
uses of fee will result in reductions of future management fee amounts under an award. 

14. Does the NSF directly perform independent audits of any of its programs? 

a. Does the NSF ever engage an independent auditor to undertake performance or 
efficiency audits of NSF projects? 

Answer: Primary responsibility for the conduct of independent audits of NSF awardees has 
historically rested with the NSF OIG, Pursuant to the Inspector General Act Amendments of 
1988, the NSF OIG has the responsibility and authority to conduct and supervise audits and 
investigations of NSF programs and operations, including organizations that receive NSF 


^ For exampla, non-profit social wolfare organizations that are tax exempt under 26 U.S.C. §501(c){4) are 
restricted from engaging in lobbying activities" if they receive a federal grant, award, or loan ( 2 U.S.C. §1611). 
This prohibition extends to any lobbying activities, including those undertaken with private funds. See id. 


Page 13 of 21 



77 


funding. Annually, NSF provides its OIG recommendations of awardees that, in the view of 
NSF program and/or administrative staff, would benefit from additional scrutiny. In recent 
years NSF management and the OIG have entered into an agreement under which NSF 
may commission audits directly with other audit entities, but this has been used under very 
limited circumstances and primarily for cost incurred audits. In addition, under the Uniform 
Guidance (Subpart F) all non-federal entities that expend $750,000 or more in federal funds 
during the preceding fiscal year must have a single or program-specific independent 
audit. The scope and reporting requirements under these audits address such items as 
internal controls; questioned costs; compliance with federal statutes, regulations, and federal 
awards terms of conditions; and follow-up on prior audit findings. Those single audits with 
findings relevant to NSF are resolved by NSF Management (or its designee). 

b. Do you agree that some form of independent audit oversight of major NSF 
projects would lend credibility to the oversight process? 

Answer: Independent oversight, including audits, naturally lends additional credibility to 
programmatic accountability efforts. NSF does, however, support a number of evaluation 
efforts conducted by external subject matter experts that provide independent layers of 
program and project assessments. First, Committee of Visitors (COV) panels, assembled 
on a three-year cycle for major programs, engage subject matter experts in assessing the 
quality and integrity of program operations; program and administrative matters related to 
project funding decisions; and the alignment of program outputs and outcomes with NSF's 
mission and strategic outcome goals. Second, program-level reviews conducted by third- 
party evaluators generally focus on program impacts, including contributions to science, 
societal impact, broadening participation, and best practices. For programs supporting 
large-scale efforts (e.g., centers, state-wide infrastructure, institutional reform) such 
evaluations often provide analysis down to the project level. A third form of independent 
review by subject matter experts involves large-scale and complex projects that have 
management plans calling for periodic reviews (often in the form of Site Visits or Reverse 
Site Visits) to address scientific performance, as weii as the manageriai and operational 
aspects of their efforts. In the case of NSF large facilities projects, such program activities 
would complement Business System Reviews (BSRs) referenced in earlier responses 
above. 


15. The DCAA auditors were unable to match the NSF method for calculating 
contingency with that used by any other federal agency. This was cited as a major factor 
in reaching the conclusion that the cost proposal for NEON was not a fair and reasonable 
one. 


a. Are you aware of any other federal agency, including another science agency 
that uses the NSF methodology? Has OMB reviewed and approved the NSF 
methodology? 

Answer; Yes, other federal agencies that support facilities construction (most notably DOE 
and NASA) now support the use of modern probabilistic approaches to estimating budget 
contingency. NSF’s revised contingency policy completed the OMB-required public 
comment period on January 6, 2015. Final OMB review is planned for March 2015 with 
approval targeted for May 2015. NSF’s new policy is in full compliance with OMB’s Uniform 
Guidance (2 CFR 200), Section 200.433. 
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b. Did the NSF provide speciai software to NEON to estimate contingency? 
Answer: No. 

c. How are contingency amounts caiculated? 

Answer: There are a variety of acceptable, industry-wide methods for calculating 
contingency. In the past, NSF gave far less guidance with regard to contingency calculation 
methodologies, which led to a wide range of products and challenges with evaluation. 
Moving forward, NSF gives clear and concise guidance on favoring the modern, probabilistic 
approach as well as specifying how contingency is defined and managed in the revised 
Large Facilities Manual (LFM), Section 4.2.5. A more complete description of NSF’s 
preferred methodology can be found in the revised LFM, Quantitative Risk Analysis - 
Estimating Contingency, Section 5.2.8. 

d. Rather than providing a means for recognizing predictable variations in certain 
budgeted cost items during a multi-year construction period, which is the 
approach taken by other federal agencies, NSF's method of calculating 
contingency appears to create a reserve account from which the non-profit 
developer could draw for any unanticipated increases in budgeted costs as well 
as any unbudgeted costs-without approval from NSF unless a six-figure limit 
was exceeded for a single item. Under this approach, are contingency 
expenditures auditable? How does NSF review and assess the appropriateness 
of contingency expenditures? How can NSF assure Congress and taxpayers 
that its major research facilities are constructed at the lowest necessary cost? 

Answer: NSF methodology does not create a reserve account. 

As clarified by 0MB through the Uniform Guidance, a distinction is made between including 
contingency as part of budget estimating for large, complex activities such as large facility 
construction projects, which is permissible, versus payments made to an organization’s 
contingency reserve, which are not. Please see response below to Question 2 from 
Ranking Member Johnson for additional information. 

Contingency dollars are not separately identifiable after they are incorporated into a 
specific Work Breakdown Structure (WBS) element following a risk being realized and 
appropriate approvals made. All contingency allocations go through a documented 
change control process that has various approval thresholds, with NSF approval being 
required at a certain level. NSF approval thresholds vary based on the nature and stage 
of the project. A sufficiency review of current NSF approval thresholds was recently 
completed, the results of which will be reported to the NSF OIG. 

The contingency management and use process is auditable, including all allocations of 
contingency. Miscommunications on how NSF budgets and manages the use of 
contingency has led to the NSF OIG’s audit team to review the materials under a different 
framework. NSF has greatly strengthened and standardized the contingency use 
reporting process in the monthly project reports to facilitate this kind of audit in the future. 
The monthly reports are closely scrutinized by Program and the Large Facilities Office 
with a particular emphasis on contingency use. 

16. What has been, and what is, the NSFs written. Internal policy for a potential conflict 

Page 15 of 21 



79 


of interest when working on a project at NSF and then subsequently accepting a position 
of Chief Executive Officer of said project? 

Answer: NSF’s policy follows the Government-wide Standards of Ethical Conduct for 
Employees of the Executive Branch, specifically Subpart F at 5 CFR 2635.602, which governs 
seeking other employment. That Subpart contains a disqualification requirement that applies to 
employees when seeking employment with persons whose financial interests would be directly 
and predictably affected by particular matters in which the employees participate personally and 
substantially, it addresses the requirement of the financial conflict of interest statute, 18 U.S.C. 
208(a), that an employee disqualify himself from participation in any particular matter that will 
have a direct and predictable effect on the financial interests of a person “with whom he is 
negotiating or has any arrangement concerning prospective employment.” Beyond this statutory 
requirement, the regulation requires disqualification from particular matters affecting the financial 
interests of a prospective employer when an employee's actions in seeking employment fall 
short of actual employment negotiations. 

a. Did Dr. Collins, now CEO of NEON, have any input in NSF's decision to move 
forward with the NEON project whiie he was the NSF Assistant Director of 
Biological Sciences? In addition, did he have any input on the final budget or 
use of management fees for the NEON project? 


Answer: Note that Dr. Collins is the Chair of the NEON Board of Directors, not the Chief 
Executive Officer. This is a non-salaried position, except for an annual stipend ($5,100) 
provided to each Board member for attendance at three NEON Board of Directors meetings 
per year. 

The solicitation establishing the initial NEON matter (NSF 04-549) was issued on March of 
2004, before Dr. Collin’s appointment as Assistant Director of the Directorate for Biological 
Sciences (AD/BIO). While Dr. Collins was AD/BIO, he did have input into several 
preliminary NEON matters. But actual approval of required funding actions for design or 
concept and development awards was done by the Executive Officer, NSF Directorate for 
Biological Sciences. 

The NEON construction award itself was funded in August of 201 1 . The initial operations for 
NEON, Inc. were funded in September of 2012. As these matters arose after Dr. Collins had 
left NSF (October 2009), he did not have any input into either the final budget or the use by 
NEON, Inc. of management fees. 


b. if so, does it appear as though there is a conflict of interest with Dr. Collins 
moving from his previous position at NSF to become the CEO of NEON? 

Answer: No, it does not. Again, Dr. Collins is not the CEO. He is the chair of the NEON 
Board of Directors, a non-salaried position. 

Dr. Collins was AD/BIO from September of 2005 to October of 2009. Dr. Collins became a 
member of the NEON Board of Directors in January of 2012, more than two years after his 
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departure from NSF. He subsequently became Chairman of the Board of Directors in 
January of 2013. 

The Government-wide Post-Employment Restrictions, at 18 DSC 207, do not prohibit an 
individual who previously worked for the U.S. Government from going to work for any 
outside entity, even when that individual dealt with the same entity while working for the 
Government. 


Question Submitted by Rep. Gary Palmer 


1. In 2008, NEON cancelled a lease with the Heinz Center that wasn't legally binding, 
but NSF approved a $50,000 cancellation fee request out of the management fund. 

a. Would you please explain why taxpayers were on the hook for $50,000 on a 
non-binding agreement? 

Answer: The parties, including NSF, believed that the letter of intent to the Heinz Center 
may have been considered a legally binding agreement, whereas, NEON, Inc. would be on 
the hook for the entire $1 00,000 and without the ability to occupy the space for the limited 
time of 12 months. Therefore, NSF found it necessary and reasonable for NEON, Inc. to use 
its management fee for the purpose of payment of the cancelation fee. There was no 
binding agreement at the time that NEON, Inc. entered into a letter of intent with the Heinz 
Center. However, subsequent communications created ambiguity on the matter. Due to 
NEON Inc’s need to occupy the Heinz Center offices for a short period of time and the need 
to resolve a dispute on the cost of the renovations that took place because of NEON, Inc.’s 
written notification to the Heinz Center to occupy the two offices for a longer period of time, 
the parties entered into good faith negotiations to resolve this matter before It went as far as 
going to court for resolution. Further explanation of the lease cancelation is explained 
below. 

In July 2007, NEON, Inc. entered into a “Letter of Notification” with the Heinz Center 
indicating that NEON, Inc. intended to occupy renovated office space at the Heinz Center for 
long-term duration beginning in 2008. Based on this letter, the Heinz Center undertook in 
good faith renovations to host NEON, Inc. In 2008, business management employees of 
NEON, Inc. were located in Washington, DC and NEON, Inc, was establishing an office in 
Boulder, CO to host the project design and management employees. However, after further 
review of the costs associated with two separate offices, NSF determined that support for 
two offices would be unnecessary and unreasonable. 

Although the parties had not yet entered into long term agreements, it appears reasonable, 
based on the one year lease costs, that supporting the two offices in DC for NEON Inc. 
would have cost NSF approximately $50,000 per year which would have resulted in costs of 
approximately $300,000 to date and would be an ongoing indirect cost expense. 
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In May 2008, NSF notified NEON, Inc. that it must locate all of its employees in one location 
and that this requirement would be a condition of a pending award for NEON design. NSF 
permitted NEON, Inc. a twelve-month period during 2009 to complete the move and close all 
offices in Washington, DC. NEON, Inc. notified the Fleinz Center of this decision and that it 
would be moving its entire staff to Boulder, CO. On September 2008, due to NEON’S 
change of plans subsequent to NSF’s decision, the Fleinz Center submitted an invoice to 
NEON, Inc. in the amount of $100,000 for costs incurred for renovating the office space to 
NEON specifications and for costs to re-design the space to make it rentable. 

From June 2008 to December 2008, NEON, Inc. and the Fleinz Center negotiated a leasing 
arrangement that met the NSF criteria to close all offices in the Washington DC area. 

NEON, Inc. decided it would rent the Heinz Center for one year for its remaining 
communications and strategic staff in the amount of $50,000 and pay a $50,000 lease 
cancellation fee (see Attachment 4), In December 2008, NSF concurred with NEON, Inc.’s 
request to enter into a twelve-month lease of the Heinz Center renovated office space (see 
Attachment 5). 

Both NEON, Inc. and the Heinz Center entered in good faith into an agreement to establish 
a NEON, Inc. office at the Heinz Center. The Heinz Center proceeded with renovations 
based on that agreement. It was NSF that required NEON, Inc. to close all Washington, DC 
offices and move all employees to one location. As a result of the NSF requirement, NEON, 
Inc. notified the Heinz Center that it could not honor the agreement to enter into a long-term 
lease. Given it was the Agency’s requirement to consolidate all staff in a single location, it 
appeared to NSF that a lease cancellation fee was appropriate. 
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Questions Submitted by Ranking Member Johnson 

1. The Inspector General has been at odds with NSF over how to handle cost 
estimates and howto handle contingency in a project since at least 2011. From your 
testimony it appears that you have taken some of the Inspector General^ concerns to 
heart. During the hearing we had a brief exchange about some of the steps NSF has 
undertaken to be responsive to the IG. Please provide a more detailed answer about the 
steps you've taken over the last 2-3 years with respect to large facilities policy and 
management, Including cost-estimating and contingencies. Please include a 
description of the audit resolution process for contingencies. What facilities policy and 
management reviews or reforms are still underway at NSF? 

Answer: In addition to established cost monitoring controls, NSF has undertaken new 
additional cost control measures under large facility construction projects to provide additional 
assurance that awards only include amounts for allowable costs. As part of these strengthened 
procedures, NSF will now obtain full formal audits of awardees’ accounting systems and 
practices prior to entering into future large facility construction cooperative agreements totaling 
$100 million or more in those cases where NSF is the cognizant agency and where such an 
audit has not been performed within the past two years. In addition, NSF has strengthened 
requirements set forth in the Agency’s Large Facilities Manual for prospective large facility 
awardees to provide adequate documentation of cost estimates at gateway reviews and 
throughout the project. At each stage gate review (Conceptual Design, Preliminary Design, and 
Final Design), NSF will conduct an agency cost assessment of the Awardee’s cost proposal, 
appropriate for that level of project maturity. A standardized Cost Proposal Review Document 
(CPRD) will be populated by the various oversight and assurance divisions and offices within 
NSF (including Program) to develop both the National Science Board-approved Estimated Total 
Project Cost (TPC) as well as for the final cost estimate to be included in the financial assistance 
award. The CPRD will also include inputs from one of eight types of Independent Cost 
Assessments recognized in the GAO guide prior to the final design stage gate review. 

Typically, proposal audits are provided to cooperative agreement officials prior to the negotiation 
of a final award; agency officials use this information to make a final decision, which resolves 
any proposal budget audit recommendations. This process wouid be appiied to the resolution 
of any issues associated with contingency estimates. 

Post-award, estimated costs to complete the project will be evaluated at annual project reviews 
and through the normal oversight process. NSF is also strengthening its requirement for cost 
estimate preparation by Awardees to facilitate reviews and deveiopment of the CPRD, All of the 
changes have (or will) be codified in the NSF Large Facilities Manual. 

These requirements, and recently implemented requirements to increase documentation of the 
review of awardee proposals and to obtain independent cost reviews by outside parties prior to 
the award of large facility construction projects, are designed to provide NSF management with 
additional confidence in the estimated total project costs for these awards. 

NSF has also strengthened its policies and procedures on contingency estimating, management 
and use in the revised Large Facilities Manual. 
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2. The Inspector General appears to have a different reading of the OMB uniform 
guidance than the agency does. Specifically, she points to paragraph (c) of Section 
200.433 to argue that the agency should maintain full control over the contingency 
reserve unless and until the actual costs are incurred, rather than handing management 
of the contingency fund to the project management, e.g. NEON, Inc. How do you 
believe we are to understand the OMB guidance that, on the face of it, seems to support 
both the agency's and the IG's position on contingencies? 

Answer: Contingency estimation, which is a long standing project management practice that 
has been addressed in numerous professional publications, has recently been addressed by 
OMB’s Uniform Guidance (2 CFR 200). Per the OMB guidance, contingency is that part of a 
budget estimate of future costs, typically of large construction projects, IT systems, or other 
items approved by the Federal awarding agencies, which is associated with possible events or 
conditions arising from causes, the precise outcome of which is indeterminable at the time of 
estimate, and that experience shows will likely result in additional costs for the approved activity 
or project. 

Although NSF has, in the past, typically included contingency estimates in large facility 
construction awards, the OIG has disagreed with the amounts being included. For example, 
disagreements have arisen between NSF and the NSF OIG around what constitutes acceptable 
budgeting practices for contingency. There is a fundamental difference between the concepts 
of responsibly budgeting for contingencies (using a risk-based methodology to estimate 
variations in established allowable construction costs under the cost principles) and the cost of 
paying into a general, non-specific contingency reserve. The latter is a separate cost category 
that is unallowable. OMB has recently clarified the difference between the two concepts. The 
OIG has taken a different interpretation of OMB policy and has extrapolated the term “certainty 
requirement" contained in the OMB guidance to mean that all costs associated with contingency 
estimates must be known in advance as to their time, intensity, and assurance of happening. 
This is not a position taken by the Agency, nor is it consistent with accepted best-practices. 

In several audits, the OIG has cited the contingency provision of the former Cost Principles for 
Educational Institutions (OMB Circular A-21) (2 CFR 220), and concluded that proposal budgets 
did not meet the certainty requirement of the aforementioned cost principle, nor did the estimate 
rest on adequate supporting documentation. However, as noted above, OMB has recently 
addressed these matters explicitly in publishing the Uniform Guidance and the rule-making 
process. OMB noted that the text addressing the use of contingency budgets in federal awards 
included in the proposed rule represented a clarification, not the adoption of a revised cost 
principle. As clarified by OMB through the Uniform Guidance, a distinction is made between 
including contingency as part of budget estimating for large, complex activities such as large 
facility construction projects (see paragraph (b) below), which is permissible, versus payments 
made to an organization’s contingency reserve (see paragraph (c) below), which are not. Thus, 
the OMB Uniform Guidance, 2 CFR §200.433, is determinative in this matter: 

“(b) It is permissible for contingency amounts other than those excluded in paragraph (b)(1) 
of this section to be explicitly included in budget estimates, to the extent they are necessary 
to improve the precision of those estimates. Amounts must be estimated using broadly- 
accepted cost estimating methodologies, specified in the budget documentation of the 
Federal award, and accepted by the Federal awarding agency. As such contingency 
amounts are to be included in the Federal Award ..." 

“(c) Payments made by the Federal awarding agency to the non-Federal entity's 
“contingency reserve" or any similar payment made for events the occurrence of which 
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cannot be foretold with certainty as to the time or intensity, or with an assurance of their 
happening, are unallowable ..." 

Efforts to resolve disagreements between the OIG and the NSF Office of Budget, Finance and 
Award Management on this matter, including through re-audit of the three major research 
facility projects, failed to resolve differences on whether amounts for contingency estimates 
were appropriate for inclusion in award budgets. Based on this impasse, and in accordance 
with federal policies set forth by 0MB for resolving differences between agencies and audit 
organizations such as Offices of Inspectors General, recommendations made by the OIG 
concerning contingency estimates as well as other matters associated with cost management 
oversight of major research facility projects, were escalated to the Agency Audit Follow-up 
Official in May 2014. The escalated recommendations were first reviewed by Dr. Cora Marrett, 
then Deputy Director of NSF, as the Agency Audit Follow-up official, and subsequently were re- 
evaluated by Dr. Richard Buckius, Chief Operating Officer, when he assumed that role. In 
October 2014, after review of the documentation provided on the matter, in his capacity of 
Agency Audit Follow-up Official, Dr. Buckius determined that NSF’s practices on estimating and 
using contingency estimates properly follow 0MB guidance by including the contingency in the 
award. The determination that contingency estimates be included in budget proposals for major 
research facility awards included consideration of the recently clarified guidance from 0MB. 

The updated 0MB policy guidance also explicitly states that except for certain restrictions that 
NSF is compliant with, amounts for contingency estimates may be included in financial 
assistance awards. 
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Attachment 1 

Table. Accountability Components by Award Life-Cycle Stage 


1 — 
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(Reverse) Site Visits 
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NOTE: NSF programs broadly recognized for excellence are highlighted In yellow; the infrastructure supporting 
accountability efforts throughout the grants life-cycle are highlighted in blue. 
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Attachment 2 

Detailed Description of Post-Award Monitoring Activities 

Baseline monitoring efforts entail the involvement of NSF Program Officers (POs) and 
Grants Officers (GOs) in approval of a prescribed set of for post-award actions that mandate 
prior approval by NSF. (See NSF Awards and Administration Guide (AAG), (NSF 15-1), 
Section II.A.2 and Exhibit 11-1) 

NSF’s IT systems play an increasingly important role in baseline monitoring: 

■ Research Performance Progress Reports (Annuai/Final) are required of all NSF 
Principal and co-Principal Investigators (PIs/co-PIs). Failure to submit timely reports 
delays processing of additional funding and administrative actions on any active award 
for all identified Pis and co-PIs, NSF IT Systems block processing as long as reports 
are outstanding. For final reports, lack of timely submission delays NSF review and 
processing of any pending proposals for all identified Pis and co-PIs on the given 
award. (See NSF Awards and Administration Guide (AAG), (NSF 15-1), Section II. D .) 

• Award Cash Management Service (ACM$) processes payments at the award-level 
and results in near real-time access to financial data, fund status, and expense reports. 
Cash requests made after expected close dates or exhausting unliquidated balances are 
identified and reviewed; payment thresholds control access to funds or stop payments. . 

■ Financial Close-out requires awardees to submit final project reports and final cash 
draws to ACMS within 90 days of award expiration. Monthly, awards with large 
unliquidated balances about to expire are reviewed and awardees notified. For closed 
awards, ACMS generates automatic warnings for all payment adjustments of $25,000 or 
more; adjustments over $25,000 are reviewed to verify compliance with the award’s 
terms and conditions and to ensure that costs are reasonable, allowable, and allocable. 

Advanced Monitoring is used to develop reasonable assurance that institutions managing 
higher-risk awards possess adequate policies, processes, and systems to properly, (See 
Standing Operating Guidance (BFA 2015-1), BFA Post-Award Monitoring, Attachment 3) 

• Business System Reviews (BSRs) provide oversight of the suite of business systems 
(people, processes, and technologies) supporting administrative management of NSF’s 
major multi-user facilities and facility construction projects. Subject matter experts define 
the scope and conduct the review, which can encompass up to eight core business 
systems. Annually, about six institutions participate in these complex, oversight efforts. 

• Site Visits (SVs) are conducted by teams of NSF Grants Officers and Cost and 
Financial Analysts to assess awardees’ capability, performance, and compliance with 
administrative regulations, public policy requirements, and award terms and conditions. 
The scope of the review focuses on a range of issues from management, financial 
systems, and adequacy of policies/procedures documentation to specific cost areas. 

NSF identifies concerns and outlines specific issues that awardees must address. NSF 
tracks the status of awardees’ implementation of mutually agreed-upon remedies. 
Annually, NSF conducts 30 SVs. 

■ Desk Reviews (DRs) provide information to assess awardees’ capacity to manage 
federal awards. These include a review of institutional policies and general 
management practices, as well as assessments of the adequacy of accounting and 
financial systems. Annually, NSF conducts approximately 120 DRs. 
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Attachment 3 

National Science Foundation 
Office of Budget, Finance, and Award Management (BFA] 
Standing Operating Guidance (SOG] 


BFA 2015-1 


Issuance Date: 

January 14, 2015 

Applicable Organizations: 

Aii Divisions and Office of Large Facilities 

Award Types: 

Grants and Cooperative Agreements 

Supersedes: 

BFA 2014-1 
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1 Purpose 

This Standing Operating Guidance (SOG) document provides an overview of the National Science 
Foundation's (NSF's) approach to monitoring its grant and cooperative agreement award portfolio. It 
describes the Office of Budget, Finance, and Award Management's (BFA's) award monitoring approach 
and outlines the activities undertaken to ensure that awardee institutions administer federal funds in 
compliance with federal regulations and NSF policies and procedures. This document is intended to 
provide guidance to BFA staff and serve as a consolidated reference of existing documents for the 
financial and administrative procedures and activities for BFA post-award monitoring. 

2 NSF’s Award Portfolio Background 

As of June 30, 2014, the total value of NSF-funded active research to "promote the progress of science; 
to advance the national health, prosperity, and welfare; and to secure national defense" was 
approximately $27.4 billion with 40,644 
awards issued to 2,207 institutions.' NSF's 
awardees include universities/four-year 
colleges (higher education) , non-profit 
organizations, for-profit organizations, 
community colleges, school districts, tribal 
colleges, and foreign institutions or 
international organizations. Higher 
education institutions, non-profit 
organizations, and for-profit organizations 
received approximately 98 percent of NSF grants and cooperative agreements. Many of NSF's awardees 
receive more than one NSF award, as well as awards from other federal agencies. 


Type of Awardee Organization 



sunivmities/ 
fi-yeaf CoHe£fts 
a Noij-prnftt 
InsttttitlCHis 
m For-profit. 

Jnstrtul.fons 
B Comnunfiy 
Coflegfts 
» Other 
Awardees 


All award portfolio information in this document is based on awards issued with NSF appropriations to organizations through 
June 30, 2014. 
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Although it issues awards to 2,207 
Institutions, NSF Is the cognizant agency 
for 94 awardees for which it is the 
predominate federal funding entity. NSF's 
awards ranged from $1,000 to $600 
million. Approximately 75 percent of NSF 
awards are under $500,000. Slightly more 
than 1 percent of NSF's awards exceed $5 
million. Some of NSF's larger awards are 
for the funding of large research facility 
construction and operations. NSF funds 
research and education in most fields of science and engineering. The majority of the funding provided 
in support of these endeavors is accomplished through the award of grants and cooperative 
agreements. Cooperative agreements are typically more complex than grants and inherently require 
more NSF involvement and monitoring than research grants. To effectively oversee its award portfolio, 
NSF has implemented a structured, coordinated approach to identify and mitigate a broad array of risks, 
particularly risks associated with institutions that may not possess the capacity to manage their awards 
in accordance with applicable statutes, policies, and procedures. NSF's approach includes a combination 
of forward-looking measures developed to assess an institution's grant management capacity, targeted 
monitoring efforts designed to evaluate specific areas of concern, and business assistance to help 
institutions improve their capacity to more effectively manage awards. 

3 Award Monitoring Overview 

Implementation of BFA's post-award monitoring activities is a shared responsibility among the Division 
of Institution and Award Support (DIAS), Division of Grants and Agreements (DGA), Division of Financial 
Management (DFM), Large Facilities Office (LFO), and Division of Acquisition and Cooperative Support 
(DACS). To ensure appropriate monitoring, NSF has defined areas of coordination and follow-up among 
each of the BFA organizations. 

NSF has developed a risk-based portfolio management approach to ensure that awardee institutions 
administer grants and cooperative agreements in compliance with federal regulations and NSF policies. 
With the goal of managing risk and providing broad oversight coverage of its award portfolio, NSF 
identifies the risk associated with individual awards and the Institutions that manage them and utilizes 
that information to plan and manage its annual oversight activities. BFA's award monitoring approach 
includes three interrelated areas of activity that, taken together, comprise NSF's Award Monitoring Program: 

• Annual Risk Assessment - NSF conducts an annual risk assessment of the awards and awardee 
institutions within the portfolio to determine the comparative level of risk for each awardee. 
This assessment assists NSF in making decisions about the type of monitoring activity to 
implement for each institution receiving NSF funding. For example, the DIAS Cost Analysis and 
Audit Resolution (CAAR) Branch uses the results to select awardees for advanced monitoring 
desk reviews and site visits. 
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• Baseline Monitoring - NSF conducts a comprehensive array of post-award administration 
activities involving both manual and automated procedures. Examples include the processing of 
cash requests and period of performance extensions. Baseline monitoring, executed in the 
course of post-award administration, seeks to verify that awardee institutions implement 
awards in compliance with federal regulations and the terms and conditions of NSF award 
agreements. Examples include review and approval of post-award requests/actions from 
awardees, review and approval of annual/final project reports, investigating excess cash on 
hand, and evaluating financial adjustments to closed awards. Baseline monitoring, conducted on 
all grants and agreements, results in the identification of exceptions and potential issues that 
require immediate attention or that may require further scrutiny through advanced monitoring. 

in April, 2013, NSF implemented the Award Cash Management Service (ACMS), . transitioning 
the financial processing of award payments from the institutional cash pooling method to an 
award-level detail method. 

Awardee institutions are required to submit payment requests at the award level, enabling NSF 
financial and program staff to enhance baseline monitoring by having access to up to date 
expenditure and award balance information. 

• Advanced Monitoring - NSF's advanced monitoring activities focus on developing a reasonable 
assurance that institutions managing the higher-risk awards possess adequate policies, 
processes, and systems to properly manage federal awards. Advanced monitoring activities 
include desk reviews, site visits, and Business Systems Reviews (BSR) of NSF's large facilities 
construction and operation. 

This combination of post-award monitoring activities supplements other NSF award administration 
activities. For example, BFA reviews the financial management capabilities of new, potential awardees 
prior to issuing an award, and resolves a variety of 
issues related to awardees' management practices 
identified in federally mandated single audits of 
institutions managing NSF funds. In addition, 
program offices review programmatic aspects of 
an award throughout its lifecycle. DIAS/CAAR also 
reviews the indirect cost rate proposals for 
negotiation of Indirect Cost Rate Agreements 
(NICRA) for awardees for which it is cognizant. For 
specific awards, NSF reviews technical and cost 
proposals prior to making the award, as well as 
technical and financial reports and other 
deliverables after issuance of the award. This 
combination of activities provides internal checks throughout the grant's lifecycle, facilitating both 
the administration and monitoring of awards and of institutions receiving those awards. 


NSF Post-Award Monttortng AcUvfties 



5 


Attachment 3 


4 Annual Risk Assessment Model 

NSF utilizes a risk-based portfolio management approach that enables BFA management to focus limited 
monitoring resources on awardees administering higher risk awards. The risk assessment model uses a 
holistic approach to incorporate a wide range of award administration factors as follows: 

• Award Factors - Fundamentally, risk is associated with the implementation and administration 
of individual awards. Some awards, because of their funding size or complexity, are inherently 
riskier than other awards. NSF also assigned risk points for awards funded by the American 
Recovery and Reinvestment Act of 2009 (ARRA) to ensure that the risks associated with the 
unique accountability and transparency requirements of ARRA are appropriately factored into 
the risk assessment. Until the last of the ARRA-funded awards are closed, NSF will continue to 
assign ARRA-funded awardees risk points to ensure they get continuous focus. 

• Institutional Factors - These risk factors apply to the institution as a whoie and, consequently, 
to all of the awards administered by the institution. These risk factors generally relate to the 
type of recipient organization and its experience in administering NSF awards. 

• Prior Monitoring Activities and Results - Many NSF post-award monitoring activities have 
multi-year impacts that consequently lower the comparative risk of the organizations that have 
participated in these monitoring activities. BFA has incorporated a time-weighted score into its 
risk model to reflect an organization's participation in prior post-award monitoring activities. On 
the other hand, post-award monitoring activities occasionally identify award administration or 
compliance issues that elevate the institution's comparative risk. NSF has assigned risk scores to 
organizations to capture any outstanding issues identified through NSF's advanced monitoring 
processes. 

• Award Administration and Program Staff Feedback- BFA staff have access to a wide range of 
information gathered by other NSF divisions that relate to recipient organizations' performance 
and compliance in administering NSF-issued awards. This feedback can be subjective, such as 
recommendations for review by DFM, OIG, DGA, DACS, or Program Offices, or objective, such as 
the number of financial adjustments to closed awards that recipients have requested. BFA has 
incorporated into its risk assessment model a wide range of measures to capture this input. 

The various risk scores are compiled into risk rankings for each individual award as well as for awardee 
organizations through the process illustrated in the figure below: 
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BFA FY15 Award Portfolio Risk Assessment Process Results 


NSF Grant Portfolio 


Risk Awardee Risk 

Adjustment Categories 

Criteria 


Risk-Based Award Risk-based 

Ranking Awardee Ranking 
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Awardee organizations are segregated into three categories that reflect the comparative level of risk. 
These categories help NSF to determine its monitoring priority for each awardee. 

Category A - Institutions that manage high-risk awards and more than $500,000 of NSF funding, giving 
them a comparatively high risk ranking (approximately 7 percent of awardees). The FY 2015 risk score 
threshold for this category is 31 points or more. 

Category B - Institutions that have either a moderate risk ranking (approximately 23 percent of 
awardees) and administer more than $500,000 ofNSF funding or institutions for which NSF is the 
cognizant agency. The FY 2015 risk score threshold for this category is between 17 and 31 points. 

Category C -The remaining approximate 70 percent of awardees for which NSF is not the cognizant 
agency and institutions that have a low risk ranking, administer less than $500,000 of NSF funding, or 
administer only Small Business innovative Research (SBIR) awards. The FY 2014 risk score threshold for 
this category is less than 17 points. 

By targeting advanced monitoring activities on category A and B institutions, NSF focuses its efforts and 
post-award resources on the 30 percent of NSF recipient organizations that administer 86 percent of the 
total award portfolio dollars. After determining which institutions should receive a current year site visit, 
DIAS ranks the remaining Category A and B institutions by their risk scores; those with the highest risk 
scores are typically scheduled for desk reviews on a resource-available basis. 


7 


94 


Attachment 3 


FY 2015 Risk Assessment Award Portfolio Analysis* 


Category 

B 

C 

Total 



• Award portfolio as of June 30, 2014 

Note: This table is updated annuallv to reflect portfolio composition. 


Although the Risk Assessment outputs are the primary tool for selecting recipients for advanced 
monitoring site visits and desk reviews, DIAS has access to additional information that cannot be 
objectively captured through the risk assessment. 

DIAS shares the results of the annual risk assessment process with LFO, upon request, for its 
consideration when selecting which institutions will undergo BSRs. The assessment outputs are also 
shared with DFM to aid its financial monitoring activities. The outputs are shared with the OIG upon 
request. 

The Institutional Risk Assessment Guide for Post-Award Monitoring Activities describes detailed 
procedures related to this activity. 

5 Baseline Monitoring 

Baseline monitoring activities, which are conducted upon most awards, 
focus on post-award actions and financial transactions. DGA, DACS, and 
DFM have primary responsibility for baseline monitoring activities. 

Baseline monitoring, executed in the course of post-award 
administration, results in the identification of exceptions and potential 
issues that may require immediate investigation and resolution or that 
may require further scrutiny through advanced monitoring. 


5.1 DGA Monitoring Activities 

DGA has the primary responsibility for award monitoring and oversight of NSF grants and agreements 
with the exception of the large facilities awards overseen by DACS and the LFO. DGA's baseline 
monitoring activities can reveal a misunderstanding of, or non-compliance with, federal regulations and 
the terms and conditions of NSF awards. 

DGA's monitoring and oversight activities include a proactive approach to internal and external outreach 
by providing dedicated support customized to meet the award and administration needs of the 


vm 


8 




95 


Attachment 3 


Directorates. DGA specifically reaches out to the Directorates with tailored "inreach" sessions, periodic 
attendance at program staff meetings, participation in reverse site visits, and awardee meetings at NSF. 

DGA's outreach to the external community includes participation at awardee workshops/conferences, 
advanced monitoring site visits, program site visits as requested, and other teleconferences as needed. 
Outreach to the scientific community requires, and has resulted in, a close working relationship with 
both NSF staff and awardees. These relationships help to ensure that stewardship and management of 
public funds is accomplished in a manner that is consistent with award terms and conditions, NSF 
regulations, and other federal guidelines, 

DGA also supports baseline monitoring through review of the following post-award requests that 
require prior approval from NSF: 

• Change of Principal Investigator/Project Director (PI/PD) - Occurs upon awardee request to 
continue a project with a substitute PI/PD, 

• Award Transfers -In those cases where a particular PI/PD's participation is integral to a given 
project and both the PI/PD's original and new organizations agree, NSF may approve a transfer 
of the award and the assignment of remaining unobligated funds to the PI/PD's new 
organization. 

• Supplements -In certain circumstances, awardees may request supplemental funding to assure 
adequate completion of the project's original scope of work. 

• No Cost Extensions - If additional time is needed to ensure adequate completion of the funded 
project activities, awardees are typically allowed to extend the expiration date of a grant once 
without prior approval, for up to 12 months. Extensions of additional time may be approved by 
the NSF Program Officer or through amendment of the award by DGA. 

• Transferring the Project Effort (Subawards) — After a grant has been made, it may become 
necessary for the grantee to transfer part of the research. Addition of subawards may be 
approved through amendment of the award by DGA. 

• Changes in Objective or Scope - Changes to the phenomena understudy or the objectives of 
the project stated in the proposal should be proposed to the NSF Program Officer, If approved, 
the Grants and Agreements Officer will amend the award. 

• Expenditure Thresholds -A limitation may be placed on the amount of funding that the grantee 
can access based on identified risk measures or as a result of an advanced monitoring activity. 

• Expenditure Thresholds (formerly Special Payments) - Awardees that demonstrate the ability 
to meet the standards of financial management referenced in Chapter III of the NSF Award and 
Administration Guide (AAG) may request payments electronically through the FastLane Cash 
Request Function and are authorized to draw down advance payments as needed to cover 
immediate cash requirements. However, If NSF determines that an awardee is unable to meet 
these requirements, in whole or in part, the awardee will only be authorized to request payment 
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on a reimbursable basis through submission of an SF 270. (See SOG 2010-1, Special Payment 
Awardees on Reimbursement Only Basis ). 

DQA's ongoing management, oversight, and monitoring of awards may result in the identification of 
issues related to an awardee's administration of NSF-issued awards. Concerns can be referred to DiAS 
for inclusion in the annuai risk assessment. 

The Proposal and Award Manual (PAM) is a compendium of NSF internal policies and procedures related 
to the proposal and award administration process. 

5.2 DFM Monitoring Activities 

DFM is primarily responsible for baseline monitoring of financial transactions initiated by awardee 
institutions. DFM's baseline monitoring efforts can reveal potential financial anomalies, inaccurate 
expenditure reporting, or evidence of a possible misunderstanding of, or non-compliance with, federal 
cash management requirements and/or NSF guidelines. All NSF awardees must submit award-level 
payment requests using the Award Cash Management Service or ACM$ (ACM$) in Research.gov. ACM$ 
enables NSF to record expenses based on the amount of funds requested and eliminates the need for 
quarterly expenditure reporting. 

The monitoring activities conducted by DFM include; 

Active Payment Reviews -All Institutions are subject to active payment reviews. These reviews are 
accomplished through the application of ACM$ based business rules and assessments of payment 
activity at the institution and award level by DFM accountants. 

ACM$ business rules include: 

• All ACM$ cash requests made after the award expected close date are held for review. 

• All cash requests that liquidate the entire unliquidated balance for an awardee are flagged for 
follow up through a system notification. 

• Payment thresholds can be set at institution and award levels to control access to funds or stop 
payments completely. The thresholds can be set by assigned personnel in DGA, DACS, and DFM. 

ACM$ payment processing includes numerous other system based edits and validations that are applied 
for each transaction which do not require further review. Those automatic edits and validations are 
described in the DFM Realtime Monitoring SOG. 

Payment activity assessment is comprised of; 

• Analysis of payments at the awardee institution compared to historical and expected activity. 

• Analysis of payments at the award level compared to the award period and request frequency. 

• Identification and substantiation of inactive awardees. 
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All DFM active payment reviews are focused on daily, monthly, quarterly, and annual transactional 
activity. The reviews do not address allowability of award costs or compliance with programmatic 
requirements. Concerns in those areas will be referred tothe appropriate NSF office. 

Program Income - DFM reviews program income reported on the Program Income Reporting 
Worksheets submitted to NSF in order to verify that awardee institutions are properly reporting 
program income in accordance with NSF's policies. DFM validates reporting compliance by conducting 
follow-up activities for late reports, reviewing reports for completeness, tracking reported and 
expended program income, and addressing any awardee issues related to the holding of excess program 
income. Problems or concerns noted are referred to the appropriate NSF office. 

Award Expenditure Transaction Testing - NSF determines the award expenditure transaction testing 
requirements and scope each year. In general, the purpose of award expenditure transactional testing is 
to systematically test a representative sample of payment/expenditure transactions; identify potential 
unallowable, unsupported or erroneous award expenditures; calculate an expenditure error rate for the 
sampled awards; and assess the likelihood that awardee errors would result in a material effect on NSF 
financial statement reporting. Selected awardee expenditures are analyzed for compliance with the 
applicable cost principles, NSF policies, and the award terms and conditions. DFM has an established 
protocol for determining the sample population and for addressing issues related to transaction testing; 
see Award Expenditure Transaction Testing Guidance. 

Review topics and questions include, but are not limited to, the following: 

• Did the awardee provide adequate documentation to support the validity of the expenditure? 

• Was the cost incurred during the period of performance? 

• Does the cost represent an expressly unallowable cost as cited in the cost principles, NSF 
policies, or the award terms and conditions? 

• Is there any indication from the supporting documentation that the selected transaction has 
been previously paid? 

• Was the service or product actually provided? 

• Does the payment agree with the terms of the sub-award agreement (if applicable)? 

Concerns noted as a result of these reviews are referred to the appropriate NSF office. 

Financial Close Out of Unliquidated Grant Balances -DFM monitors awards with unliquidated balances 
which are due to expire to ensure that they are closed in accordance with standard operating 
procedures. The awardee must submit the final project report and final cash draws through ACM$ no 
later than 90 days after the award expiration date. All awards with expiration dates 90 days or more in 
the past are financially closed by the monthly award close batch Job. 

Each month DFM reviews awards with unliquidated balances greater than 75% of the obligated amount 
that will expire in the next three months. DFM sends notices to the awardee financial contacts advising 
them that the awards are approaching their expiration date and have large unliquidated balances. 
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Adjustments to Closed Awards - ACM$ generates a warning message for all payment requests which 
include an adjustment of $25,000^ or more to a closed award. Each request is reviewed by a DFIVl 
accountant and either approved or rejected. 

Each quarter DEM provides a report of all adjustments to closed awards to DIAS, which then reviews 
upward adjustments over $25K that increase expenditures previously reported to verify compliance with 
the award's terms and conditions and that the costs are reasonable, allowable, and allocable. To 
complete its analysis of those higher value adjustment requests, DIAS also may request additional 
awardee documentation (if necessary). 

The "DEM Post Activity Awardee Monitoring Processes" and "DEM Realtime Awardee Monitoring" 
describe detailed procedures related to these activities. 

5.3 DACS Monitoring Activities 

DACS, through its Cooperative Support Branch (CSB), is responsible for administration, award, and 
monitoring of large facility projects and the Federally Funded Research and Development Centers 
(FFRDCs). CSB is charged with conducting post-award monitoring as a routine part of award 
administration, ensuring timely receipt of deliverables, suggesting corrective actions including 
compliance with terms and conditions, and directing necessary action to ensure performance, 

CSB staff is involved throughout the lifecycle of these projects in order to effectively administer and 
monitor the awards. CSB provides advice and assistance to program offices through planning and formal 
and informal communications with program staff, meeting as required with Division Directors to 
ascertain needs and requirements. The staff participates and actively supports strategic planning 
meetings for major facilities. This participation includes representation on the NSF integrated Project 
Teams (iPTs) which coordinate NSF's tactical, administrative, and strategic oversight and assurance 
during both the design and construction stages for large facilities projects. As part of NSF's shared 
oversight and assurance philosophy, DACS works closely with the LFO and DIAS/CAAR as members of the 
IPT. 

More specifically, the CSB staff provides guidance on: 

• Readiness of business systems and financial capacity to accept substantial NSF funds 

• Competition strategies for placing subawards and subcontracts 

• Price/cost analyses of proposed budgets for future activities 

• Crafting special administrative terms and conditions for cooperative agreements adapted to the 
particular circumstances of individual projects 

• Planning for and participation in NSF-led external reviews of large facilities and prospective large 
facilities. 

CSB staff plays critical roles in post-award assessments of large facility business systems to ensure that 
large facility awardee organizations are effective and efficient stewards of federal funds. Along with 


^ Adjusted upwards to $25,000 from $10,000 for ail requests received after October 1, 2014- 
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other post-award oversight, assurance and monitoring activities conducted by CSB, staff participates in 
all facets of the BSR process, including planning, participating, and resolving areas requiring corrective 
action and resolution. 

A critical performance requirement of positions within this office is to improve award administration by 
proactively engaging in post-award monitoring and oversight activities and to improve service from NSF 
by increasing value-added business process leadership. Because the mission of CSB is to provide 
dedicated support tailored to meet the award and administration needs of the cooperative agreements 
within its portfolio, the preponderance of monitoring performed by CSB is conducted through these 
post-award monitoring and oversight activities. Information related to these activities is communicated 
and maintained through file documentation, email, and periodic status reports and reviews. Links to the 
"Proposal and Award Manual" (PAM); the BSR Guide, which describes detailed procedures for the BSRs; 
and the "Large Facilities Manual," which provides additional detail on the Conceptual, Preliminary, and 
Final Design Review are all available in the appendix . 

6 Advanced Monitoring 

The goal of NSF's advanced monitoring activities is to ensure that 
awardee institutions possess adequate policies, processes, and systems 
to manage NSF awards. Advanced monitoring activities involve 
collecting and analyzing information on the business systems and award 
administration practices of awardee institutions. Through these review 
activities, NSF assesses its awardees' capacity to administer NSF-issued 
awards in compliance with federal regulations and NSF policies and 
procedures, as well as evaluates awardee performance in specific high- 
risk award administration areas. Since many institutions receive more 
than one award, advanced monitoring activities increases assurance that the awardees will effectively 
administer all NSF-issued awards. Advanced monitoring activities include desk reviews and site visits, led 
by DIAS with DGA participation, as well as Business System Reviews (BSRs), led by LFO. 

6.1 LFO Advanced Monitoring Activities: Business Systems Reviews (BSRs) 

BSRs are one of NSF's advanced monitoring activities designed to provide oversight and assurance of the 
suite of business systems (people, processes, and technologies) that support the administrative 
management specifically for NSF large facilities. The Large Facilities Office (LFO) has the lead role in 
coordinating the assessment of these systems by using desk reviews and site visits to assess the 
facilities' capacity to comply with NSF policies and procedures and federal regulations. 

The large facilities subject to a BSR are the major multi-user facilities and the facility construction 
projects listed in the Major Research Equipment and Facilities Construction (MREFCj and Facilities 
sections of the NSF’s annual Budget Request to Congress. Inherent risks are associated with funding 
large facility awards because of the high dollar value, scientific complexity of the award activity, and 
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long-term commitment of support. NSF has recognized the need to provide additional scrutiny of the 
business systems that affect the stewardship of federal funds and developed this BSR process. 

NSF has identified eight core business systems that support a large facility: 

• General Management 

• Award Management 

• Budget and Planning 

• Financial Management 

• Financial Reporting 

• Human Resources 

• Procurement 

• Property and Equipment. 

However, each facility presents a distinct variety of challenges and concerns. Each BSR takes these 
differences into consideration. The BSR provides the flexibility to tailor each review to address the 
unique aspects of the business arrangements. BSRs rely on the professional judgment of the assigned 
team to define the scope of the review and to examine the complexities of the administrative business 
systems employed to manage the facility. 

Following the BSR, NSF develops a report that documents the overall observations and recommendations. 
The report may also identify issues of compliance requiring corrective action and resolution. 

The Business Systems Review Guide describes detailed procedures related to this activity. 

6.2 DIAS Advanced Monitoring Activities: Desk Reviews 

Through desk reviews overseen by DIAS, BFA collects and analyzes information to assess recipients' 
capacity to manage federal awards. Standard desk reviews include a review of an institution's policies 
and general management practices and an assessment of the adequacy of its accounting and financial 
systems. The product of the desk reviews is a summary report supported by an Award Brief and Work 
Papers (i.e., supporting documentation) and includes the following components: 

• Executive Summary of areas of concern 

• Computation of the cumulative budget for the selected award 

• Survey of the awardee's organization and general management systems 

• Survey of the awardee's accounting systems 

Enhanced ARRA desk reviews augment a standard desk review through completion of an ARRA review 
module, which verifies that the awardee has developed policies, procedures, and appropriate changes 
to underlying financial and grant management systems to separately account for ARRA funding. 
Supplemental ARRA desk reviews are completed for selected awardees for which advanced monitoring 
has been previously completed. Supplemental ARRA reviews include a review of the progress made to 
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address previously identified award administration issues and the completion of the ARRA review 
module. 

NSF informs the awardees of any issues Identified during the desk review and requires, for any 
significant/serious concerns, that the awardee develop an action plan to comply with federal regulations 
and NSF policies and procedures. NSF tracks these significant/serious concerns to monitor awardee 
progress in correcting the identified areas of concern or to schedule a site visit if necessary. Upon 
satisfactory resolution of the concerns, supporting documentation related to the concerns is filed and 
the concern is closed. 

The Advanced Monitoring Desk Review Guide describes detailed procedures related to this activity. 

6.3 DIAS Advanced Monitoring Activities: Site Visits 

Site visit reviews conducted by teams comprised of DIAS, DGA, or DACS staff, assess awardees' 
capability, performance, and compliance against the applicable elements that make up each award. This 
may include administrative regulations and public policy requirements, as well as special and general 
terms and conditions, including those contained in the NSF program announcement/solicitation, grant 
or cooperative agreement, and the award letter. Site visit reviews can include core and targeted review 
components or a combination of the following: 

• Core Review Modules 

o General Management Survey 
o Accounting System Survey 
o Desk Review Follow-Up {if appropriate) 
o ARRA Review {if appropriate) 

• Targeted Review Modules 

o Consultants 
o Cost Sharing 
o Final Project Reports 
o Fringe Benefits 
o Indirect Costs 
o Participant Support Costs 
o Procurement 

o Program or Award-Related Income 
o Property and Equipment 
o Special Terms and Conditions 
o Subawards and Subrecipient Monitoring 
o Personnel Compensation Records 
o Travel 

Following each site visit, NSF Issues a report delineating concerns identified during the review and 
outlining specific issues that the awardee must address to comply with federal regulations and NSF 
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policies and procedures. Site visit reports and fetters are generally issued within 90 days of the 
completion of the site visit. If the post-site visit letter denotes any issues requiring follow-up with the 
awardee, NSF monitors receipt of awardee responses to the letter that are required within 30 days of 
issuance. NSF tracks the status of each awardee's Implementation of a mutually agreed-upon remedy. 

NSF began conducting virtual site visits in FY 2012. These reviews combine virtual communication tools 
with the proven site visit methodology to cost effectively conduct an in-depth review of the awardee's 
grant-related policies, procedures, and practices. 

The Advanced Monitoring Site Visit Review Guide describes detailed procedures related to this activity. 

Closing Statement 

This SOG document provides an overview of the NSF's approach to monitoring its grant and cooperative 
agreement award portfolio. It describes BFA's award monitoring approach and outlines the stewardship 
activities undertaken to ensure that awardee institutions administer federal funds in compliance with 
federal regulations and NSF policies and procedures. This document is intended to provide guidance to 
BFA staff and contains a consolidated reference of existing documents for the financial and 
administrative procedures and activities for post-award monitoring within BFA. SOGs and other 
documents providing practical guidance for administering the activities described throughout this SOG 
can be referenced through the links included in the Appendix. 

Appendix 

NSF has developed detailed procedures for the post-award monitoring activities outlined in this SOG. 
Below is a consolidated reference for the financial and administrative procedures and activities within 
BFA. 


• Institutional Risk Assessment Guide for Post-Award Monitoring Activities 

• Proposal and Award Policies and Procedures Guide (PAPPG) 

• Proposal and Award Manual (PAMI 

• Large Facilities Manual 

• Advanced Monitoring Desk Review Guide 

• Advanced Monitoring Site Visit Review Guide 

• Business Systems Review Guide Version 3.2 

• SOG ZQlQ-1, Special Payment Awardees on Reimbursement Only Basis 

• Award Transaction Testing Standing Operating Guidance - contact DFM 

• DFM Post Activity Awardee Monitoring Processes -contact DFM 

• DFM Realtime Awardee Monitoring - contact DFM 
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THE 

Heinz 

Center 


September 19, 2008 


Mr. Thomas Sheldon, 

Chief Financial Officer 
National Ecological Observatory Network 
3223 Arapahoe Avenue 
Suite 210 

Boulder, CO 80303 
Dear Tom, 

Thank you for working through the issue of the build out costs for the Suite at the Heinz 
Center. As I noted in our most recent conversation we were able to find a tenant so we 
did not lose any rent opportunity. 

As previously discussed the Heinz Center incurred costs due to NEON’s change of plans 
with regard to the sublease including the leasing agent fee. We also incurred additional 
costs to re-design the space from the original NEON plan in order to make it rentable. It 
is Tom Lovejoy’s understanding that the NEON board does not wish the Heinz Center to 
incur any loss. 

I am attaching an invoice and die bills that reflect the total of $100,000 which is the 
difference between the build out allowance and the actual costs. Please let me or Doug 
Black know if you have any questions regarding this information. 

Thank you for working through this with me. Let me know how you would like to 
proceed with the payment. 

All the best, 

Am^e'E. HuMomer 

Anne E. Hummer 

Vice President for Operations & External Affairs 
cc: Douglas Black, Director Finance & Administration 


The H. John Heinz HI Ce.ntbr for Science, Economics and the Environment 
900 17th Street, N.W., Suite 700, Washington, D.C. 20006 
Telephone (202) 737— 6307 Fax (202) 737— 6410 www.heinzctr.org 
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REQUEST FOR REIMBURSEMENT 

Construction of Suit© 710 Requestdate 9 / 19/2008 

900 17th Street, NW Request # 

FROM: The Heinz Center 

Attn: Douglas Black 
900 17th Street St. NW 
Suite 700 

Washington, DC 20006 

TO: Nations! Ecological Observatory Network 

Attn: Tom Sheldon, CFO 
1444 Eye Street, NW 
Suite 200 

Washington, DC 20005 


Vendor 

HI 

Date of 
Invoice 

Invoice 

Number 

Amount of 

Invoice 

Paid by The 
Heinz Center 

To Be Paid 
by The 
Heinz 
Center 

Percent Complete 

HBW Group 

Construction of 
suite 

6/25/2008 

01 

S 120,749.99 

8/13/2008 


100% 

HBW Group 

Construction of 
suite 

7/17/2003 

02 

S 92,648.66 

8/13/2008 


100% 

OTJ Architects 

Architectural 
Design Services 

12/31/2007 

712048 

$ 3,983.50 

3/20/2008 


100% 

OTJ Architects 

Architectural 
Design Services 

9/12/2006 

88116 

S 2,725.61 

9/12/2008 


100% 

Staubach 

Real Estate 
Services 

11727- 
23014- 
8/1/2008 77606 

S 48,685.59 

9/12/2008 


100% 

Total Construction Expense 

Final reimbursement to The Heinz 

Center per agreement 



$ 260.793.35 

i 100,000.00 

Ail paid by the 
Heinz Center 




Certification; ! certify that the vendors requesting reimbursement have provided the services 

reported in a professional manner. 


Douglas Biack, Director of Finance and Administration 

The H. John Heinz tl! Center for Science, Economics and the Environment 
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H sta u bach 

August 1. 2008 
Anne Hummer 

The H. John Heinz ill Center for Science, Economics and the Environment 
900 17th St NW Ste 700 
Washington. DC 

INVOICE # 11727-23014-77606 


Heinz Center, The 

CP/IPERS Farragut, LLC, do ING Clarion Real Estate Services 
900 17th StNWSte 700 
Washington, DC 20006 
3.090 SOFT 


COMMISSION CALCULATION 


Square Feet 

Number of 
Months 

Rate Per Unit 

Aqgreqate Rent 

Commission Rate 

Commission 

Amount 

3.090 

12 

$54.50 


5.50% 


3,090 

12 

$55.86 


5.50% 

^■HElEEil 

3,090 

12 

$57.26 

■HESESEE! 

5,50% 

■Hsiais 

3.090 

12 

$58.69 


5.50% 

■■iSESSB 

3.090 

12 


■mHHSEE! 

5.50% 



Tenant: 

Landlord: 

Address of Space: 

Rentable Size: 



TOTAL COMMISSION DUE: 


$48,685.59 


Commission Due On Receipt: 


$48,685.59 


Please Remit Payments To: 

The Staubach Company-Northeast 
Attn: Accounts Receivable 
8484 Westpark Drive - Suite 1 50 
McLean, VA 22102 



DUc UPON 



M! DESCR- 


Federal Taxpayer ID 75-2113348 


VENDOR tD;^ 

PERIOD POSTED TO- W oT 
DATE: 
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INVOICE 



COPY 

SOLD TO: 


HBWgroup 


! 055 First Street. Suite 200 
Rockville, MD 20850 
301^24-2500; FAX: 30i-S!7-855S 



The H. John Heinz ill Center for 

Science, Economics & Environment 

900 17th St, NW- Suite 700 

Washington. DC 20006 

Attn: Anne Hummer 

INVOICE NUMBER: 

PERIOD TO: 

OUR JOB NUMBER: 

INVOICE DATE: 

TERMS: 

10040.02 

7/31/2008 

10040 

7/17/2008 

Net 30 days 

ITEM NUMBER 

DESCRIPTION 


AMOUNT 

1 

Project: Heinz Center Expansion 

900 17th St, NW, Suite 710 
Washington, DC 20006 




Application # 2 


92,648,66 

L_ 


SUBTOTAL: 

92,645.66] 

MAKE ALL CHECKS PAYABLE TO: 

HBW Group 

PAY THIS AMOUNT: 

$92,648.66 


1055 First Street, Suite 200 
Rockville, MD 20850 


Questions concerning this invoice? 

Call: Sue Apple - (301) 424-2900 
Email: sappie@hbwgroup,com 


THANK YOU FOR YOUR BUSINESS! 


Original Copy 
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HBWgroup 


1055 First Street, Suite 200 
Rockvilie, MD 20850 
30M24-2900; FAX: 301-517-8S55 


SOLD TO: 



The H. John Heinz ill Centerfor 

Science, Economics & Environment 

900 17th St, NW- Suite 700 

Washington, DC 20006 

INVOICE NUMBER: 

INVOICE DATE: 

OUR JOB NUMBER: 

INVOICE DATE: 

TERMS: 

10040.01 

6/30/2008 

10040 

6/25/2008 

Net 30 days 

ITEM NUMBER 

DESCRIPTION 


AMOUNT 

1 

Project: Heinz Center Expansion 

900 17th St. NW. Suite 710 
Washington, DC 20006 




Application # 1 


120.749,99 



SUBTOTAL: 

120.749.99 

MAKE ALL CHECKS PAYABLE TO; 

HBW Group 

PAY THIS AMOUNT: 

$120,749.99 


1055 First Street, Suite 200 
Rockville, MD 20850 


Questions concerning this invoice? 

Call: Sue Apple - (301) 424-2900 
Email: sapple(@hbwgrQup,com 


THANK YOU FOR YOUR BUSINESS! 

Original Copy 
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Invoice 


oXte 

INVOICE NO. 

8/31/2008 

88116 


Attachment 4 



1412 Eye Street, NW Ze) Alley Entrance 

Washington. DC 20005 
Tel 202.238.4094 Fax 202.234.2900 Web oti.com 


The Heinz Center 
Attn.: Ms. Anne Hummer 
900 ! 7th Street, NW 
Suite 700 

Washington, DC 20006 


TERMS 

P M 

PROJECT 

NET 15 

RSS 

4317.02 


DESCRIPTION 

AMOUNT 

Architectural Design Services Performed Through August 31, 2008 

For: The Heinz Center sublet 

Consolidated Engineering - CAD Operator : 13 hours 

Consolidated Engineering - Senior Engineer ; 10 hours 

Sub-total Services : J/ /Jr,. 0 

780.00 

1,100.00 

1,880.00 



Re™bu.ab,eExpe„se. An 

'C 

Blueprinting & CAD Plottin^y^ j'— ^ 

72.25 

Courier — 1 /.V.,,-' — - — 

24.36 

— 74 00 

Permit - DC Treasurer 

100.00 

Permit Expediter 

575.00 

Sub-total Reimbursable Expenses: 

845.61 

VFNnOR lo- t!' T ) 


PFRIOn POSTFD TO- Sf pC'J 


fjATF- Cj/ll/Ol 





®lit^Page6of7 



PLEASE NOTE OUR NEW ADDRESS 

Total $2,725.61 
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OFFICE LEASE AGREEMENT 


THIS LEASE AGREEMENT is made as of the 21st day of November, 2008 by THE 
H. JOHN HEINZ III CENTER FOR SCIENCE, ECONOMICS AND THE 
ENVIRONMENT, a Pennsylvania not-for-profit corporation (“Landlord”), and NEON, 
Inc., a District of Columbia not-for-profit corporation (“Tenant”), who agree as follows: 

1. BASIC LEASE TERMS 

The following terms shall have the following meanings in this lease. 

a. Premises: Approximately 670 rentable 

square feet (2 offices) in suite 700 of 900 
17* Street, NW that includes a prorated 
share of common space. 

b. Rent commencement date; December 1, 2008 


c. Term: 12 months from December 1, 2008 - 

November 30, 2009. 


d. Base rent: $50,000 payable in advance, 

which includes reception services, furniture 
rental, IT support and use of common areas: 
workroom, kitchen, conference room, 
library., . NEON will not be liable for 
additional utility or CAM costs. 

e. Address for notices: 


To Landlord: The H. John Heinz HI Center for Science, 

Economics and the Environment 
900 17* Street, NW Suite 700 
Washington, DC 20006 
Attn: Thomas W Nichols 

To Tenant: NEON, Inc. 

5340 Airport Blvd. 

Boulder, CO 80301 
Attn: Tom Sheldon 
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2. PAYMENT OF RENT 

Rent shall be paid in full by December 31, 2008 in lawful money of the United States 
of America. Any rent owed by Tenant which is not paid within 5 business days after 
the rent is due shall bear interest from the due date until paid at a rate equal to the 
prime rate on corporate loans quoted in the Wall Street Journal plus three percent 
(3%). 


3. USE 

Tenant covenants with the Landlord not to use the Premises for any purpose other 
than general office use for the conduct of the Tenant's business (which includes 
general office work, meetings and conferences). Tenant shall not use the Premises or 
allow the Premises to be used for any other purpose without the prior written consent 
of the Landlord. Tenant, at Tenant's expense, shall comply with all laws, codes, rules, 
orders, ordinances, directions, regulation, and requirements of federal, state, county, 
and municipal authorities, now in force or which may hereafter be in force, which 
shall impose any duty upon Landlord or Tenant with respect to the condition, 
maintenance, use, occupation, operation or alteration of the Premises, or the conduct 
of Tenant's business therein, including, without limitation, the Americans with 
Disabilities Act, of 1990 and all regulations promulgated thereunder (collectively, the 
"ADA"), as amended and all applicable zoning, recycling and environmental laws and 
regulations. Tenant hereby agrees to indemnify and hold harmless Landlord and its 
agents, officers, directors and employees from and against any cost, damage, claim, 
liability and expense (including reasonable attorneys' fees) arising out of claims or 
suits brought by third parties against Landlord, its agents, officers, directors and 
employees alleging or relating to the failure of the Premises to comply with the terms 
of the ADA, as amended, or any other law or regulation applicable to the Premises 
and/or its occupancy by Tenant (if and to the extent such failure to comply is the 
result of Tenant’s failure to perform its obligations with respect thereto hereunder). 
Tenant shall not use or permit the Premises or any part thereof to be used in any 
manner that constitutes waste, nuisance or unreasonable disturbances to other tenants 
of the Building or for any disorderly, unlawful or hazardous purpose and will not 
store or maintain therein any hazardous, toxic or highly combustible items other than 
usual and customary office supplies intended for Tenant's use and in such event, only 
in such amounts as permitted by applicable law. Tenant covenants not to change 
Tenant's use of the Premises without the prior written approval of Landlord. 

Tenant shall not put the Premises to any use, the effect of which use is reasonably 
likely to cause cancellation of any insurance covering the Premises or the Building, or 
an increase in the premium rates for such insurance. In the event that Tenant performs 
or commits any act, the effect of which is to raise the premium rates for such 
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insurance, Tenant shall pay Landlord the amount of the additional premium, as 
Additional Rent payable by Tenant upon demand therefore by Landlord. The 
Premises shall not be used for any illegaffiurpesd or in violation of any regulation of 
any governmental body or the regulations or directives of Landlord's insurance 
carriers, or in any manner which interferes with the quiet enjoyment of any other 
tenant of the Building. Tenant will not install or operate in the Premises any electrical 
or other equipment, other than such equipment as is commonly used in modem 
offices (specifically excluding mainframe eomputers), without first obtaining the 
prior written consent of Landlord, who may eondition such consent upon the payment 
by Tenant of Additional Rent in compensation for excess consumption of water, 
electricity and/or other utilities, excess wiring and other similar requirements, and any 
changes, replacements or additions to any base building system, as may be 
occasioned by the operation of said equipment or machinery. 

Tenant agrees to maintain the Premises, and the Tenant Improvements and other 
Alterations (hereinafter defined) therein, in good order, repair and condition during 
the Term at Tenant's sole cost and expense, and Tenant will, at the expiration or other 
termination of the Term, surrender and deliver the same and all keys, locks and other 
fixtures connected therewith (excepting only Tenant's personal property) in good 
order, repair and condition, as the same shall be at the Commencement Date, except 
for ordinary wear and tear, casualty and condemnation. Except as specifically 
provided herein. Landlord shall have no obligation to Tenant to make any repairs in 
or to the Premises, the Tenant Improvements or any Alterations. Except as otherwise 
provided in Section 13, below, any and all damage or injury to the Premises 
(including, but not limited to, the Tenant Improvements), the Building or the Land 
claused by Tenant, or by any employee, agent, contractor, assignee, subtenant, invitee 
or customer of Tenant shall be promptly reported to Landlord and repaired by Tenant 
at Tenant's sole cost; provided, however, that Landlord shall have the option of 
repairing any such damage, in which case Tenant shall reimburse Landlord for all 
reasonable costs incurred by Landlord in respect thereof as Additional Rent within 
fifteen (15) days after Tenant receives Landlord's written notice of such costs. 

4. ASSIGNMENT AND SUBLETTING 

Tenant shall not (i) assign or otherwise transfer this Lease or any of Tenant’s right 
hereunder, (ii) sublet the Premises or any part thereof, or permit the use of the 
Premises or any part thereof by any persons other than Tenant or its employees, agent 
or invitees, or (iii) permit the assignment or other transfer of this Lease or any of 
Tenant’s rights hereunder by operation of law. 

5. IMPROVEMENTS 

Tenant shall neither make nor allow any alterations, decorations, replacements, 
changes, additions or improvements (collectively referred to as "Alterations") to the 
Premises or any part thereof that will or may affect the mechanical, electrical, 
plumbing, HVAC or other systems or the exterior or structure of the Building, 
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without the prior written consent of Landlord, which may be withheld by Landlord in 
its sole discretion. Tenant shall not make or allow any other kind of Alterations to the 
Premises or any part thereof without the prior written consent of Landlord, which 
consent shall not be unreasonably withheld, conditioned or delayed. Notwithstanding 
the foregoing, Tenant shall have the righL after providing at least ten (10) days' prior 
written notice to Landlord, but without the necessity of obtaining Landlord’s consent, 
to make purely “cosmetic” or “decorative” nonstructural Alterations in and to the 
Premises if such Alterations (i) are not visible from the exterior of the Building or the 
common areas within the Building, (ii) are not structural, (iii) do not affect the 
mechanical, electrical, plumbing or life-safety systems within the Building, and (iv) 
are in conformance with all applicable laws affecting the Building. 

5. RIGHTS OF BUILDING LANDLORD 

Landlord reserves the right to enter the Premises at any reasonable time for inspection 
upon reasonable prior notice (which may be oral), or at any time, without prior notice, 
in the event of any emergency. 

All conditions present in the Lease between the Landlord and the Building Landlord, 
CP/IPERS Farragut, LLC. apply to the Tenant. 

6. INSURANCE 

Tenant, at its sole cost and expense, shall procure and maintain in full force and effect 
at all times during the Term hereof the following insurance coverages: 

(a) commercial insurance liability insurance (occurrence basis) in an amount of not 
less than One Million Dollars ($ 1 ,000,000) per occurrence and Two Million 
Dollars ($2,000,000) general aggregate, and naming Landlord as additional 
insured; 

(b) workers’ compensation insurance, in an amount not less than that required by law 
and employer’s liability insurance, in the amount of not less than One Million 
Dollars ($1,000,000) each accident for bodily injury by accident and One Million 
Dollars ($1,000,000) bodily injury by disease; 

All insurance policies carried by Tenant (a) shall be written as primary policy 
coverage and not contributing with or in excess of any coverage which Landlord may 
carry, (b) shall contain a waiver or subrogation in favor of Landlord, and (c) shall not 
contain a deductible or self-insured retention in excess of $ 1 00,000. In addition all 
insurance policies carried by Tenant shall be written by a company or companies 
licensed to do business in the jurisdiction in which the Building is located and rated 
not lower than “Class A-X”, as rated in the most recent edition of the Alfred M. Best 
Company, Inc.’s Rating Guide for insurance companies and otherwise approved by 
Landlord. Insurance certificates evidencing the effectiveness of the insurance 
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coverage Tenant is required hereunder to maintain shall be delivered to Landlord 
upon lease commencement and then annually. 


7. DEFAULT AND REMEDIES 

An “Event of Default” shall be deemed to have been committed by Tenant upon the 
occurrence of any of the following events: 

(a) the failure to pay monthly rent when due and failure continues beyond the period 
of 5 days past the due date; 

(b) the failure to maintain the insurance coverage required per this agreement; 

(c) the violation or failure to perform any of the other terms, conditions, or 
agreements herein made by Tenant and which violation or failure continues for 
thirty (30) calendar days after notice. 

Upon an Event of Default as defined above, at Landlord’s option, this Lease shall 
terminate, without prejudice however, to the right of Landlord to recover from Tenant 
all rent and any other sums accrued up to the later of the date of termination of this 
Lease or the date Landlord recovers possession of the Premises. 

Tenant shall have ten (10) working days to cure a default after detailed notification of 
such default. In the event of an uncured default, both Tenant and Landlord agree to 
seek and accept resolution flom an independent arbitrator. The foregoing is not 
intended to, and shall not, limit Landlord in the exercise of any other remedy for such 
immediate Event of Default. 


8. VOLUNTARY SURRENDER 

The voluntary or other surrender of this Lease by Tenant, or a mutual cancellation 
thereof, shall be required to be in writing and submitted within 30 days of the 
surrender date. Landlord shall have no obligation or liability to the Tenant thereunder 
for any claim, damage or injury which accrued prior to the date of surrender or 
mutual cancellation hereunder. 

9. OPTION TO EXTEND 

Tenant shall submit a request to extend the term of this lease to Landlord within 30 
days of the expiration date of this lease. At that time. Landlord will reevaluate its 
need for the leased space. Landlord shall not unduly withhold the option to renew for 
a period of three to six months after examining its space needs in the near term. 

10. PARKING 
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Tenant shall be responsible for contracting directly with Building parking operator. 
No parking spaces shall accrue from the Landlord to the Tenant for the parking 
facility located in the Building. 


11. FITNESS FACILITY 

Tenant shall have full use of the Fitness Facility located in the Building. The Fitness 
Facility is unstaffed and Tenant’s employees shall use the Fitness Facility at their 
own risk. 

12. CONVEYANCE OF USE REQUIREMENTS AND RESTRICTIONS 

All terms and requirements pertaining to the use of the Building in the Lease 
Agreement between CP/IPERS Farragut, LLC and The H. John Heinz III Center for 
Science, Economics and the Environment shall pertain to the Lease between The H. 
John Heinz III Center and NEON, Inc. 


13. MISCELLANEOUS 

This agreement shall be construed and enforced in accordance with the laws of the 
District of Columbia. This agreement may not be amended, modified or waived other 
than in writing signed by both parties. If any term or condition of this agreement is 
found to be invalid, the other provisions hereof shall nevertheless remain in full force 
and effect. 

IN WITNESS WHEREOF, duly authorized representatives of Landlord and Tenant 
have executed this Office Lease Agreement under seal on the day and Year first 
above written. 

LANDLORD: 

The H. John Heinz III Center for Science, Economics and the Environment 
A Pennsylvania corporation 


Thomas W. Nichols, Vice President for Finance and Administration 


TENANT: 

NEON, Inc. 
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A District of Columbia corporation 
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Responses by Dr. James Collins 

Privileged & Confidential 
Attorney-Client Privileged 
Attorney Work Product 


Written Responses to the House Committee on Science, Space, and Technology Subcommittees 
on Oversight and Research and Technology Questions for the Record 

Dr. James P. Collins, Chairman of the Board, National Ecological Observatory Network, Inc. 

March 9, 2015 

Questions from Chairman Barry Loudermilk and Chairwoman Barbara Comstock : 

1 . Did anyone at NSF specifically suggest that NEON use management fees to pay for 
unallowable expenses? 

NSF has consistently indicated to NEON that management fees constitute discretionary or 
unrestricted funds and can be used to pay for business costs that are considered unallowable. As 
I noted in my testimony at the February 3, 2015 hearing, NSF was aware of NEON’s use of 
management fees for unallowable expenses. 

2. After NSF approved a management fee, did NEON conclude on its own that the fee 
could be used to pay for any unallowable cost whatsoever and without review by NSF? 

No. NSF engaged in periodic reviews of NEON’s expenditures and was aware that NEON used 
the management fee to pay for unallowable costs. 

3. Did anyone at NSF tell NEON that the management fees were unauditable? 

Yes. As noted by Representative Johnson dining the hearing, Timothy Kashmer of NSF sent an 
e-mail on January 8, 2009 to Tom Sheldon, at that time the CFO of NEON, noting that “There is 
no rule or requirements for drawing down management fees for assistance awards. These are 
unauditable fees.” 

4. The NSF indicates in their proposed rule that it uses management fees as a “financial 
incentive” and to “obtain and retain high caliber staff.” 

a. Does NEON use management fees as a financial incentive and to obtain and retain 
high caliber staff? 

On rai'e occasions, NEON has used management fees as a financial incentive to obtain 
high caliber staff. 

b. Is the opportunity to lead the development and operation of a singular, publicly- 
funded research facility a substantial factor in recruiting and retaining professional 
staff? 

I cannot speak to the motivations of others, but the opportunity to be a part of NEON’s 
cutting-edge work was the single most important factor in my joining the board of the 
organization. 

c. What is the range of salaries the top leadership at NEON receives? 


1 



118 


Privileged & Confidential 
Attorney-Client Privileged 
Attorney Work Product 

The salaries forNEON’s leadership are included in NEON’s annual IRS Form 990, are a 
matter of public record, and ate available at various websites, including Guidestar.org, 

5. Was neon’s first request for a management fee to the NSF the exact amount of the 
unallowable expenses that it incurred? 

No. The first request for management fees was an estimated amount tliat equaled approximately 
.5% of the project award for that initial year. Management fees for each subsequent year were 
requested at the time of submission of each annuai work plan and budget. Each management fee 
requested equaled .5% of the project award for the respective budget year. 

6. NEON has a contingency reserve of about $74 million. It would seem that NEON is 
permitted to use these funds to pay any allowable costs it incurs. Private sector projects 
normally have two contingency fees - line item contingency that applies only to a single line 
item (such as the purchase of steel) and project contingency, that applies to the whole 
project. 

a. Does NEON consider all its contingency funds as project contingency? 

Yes, NEON considers all its contingency funds to be project contingency, 

b. Would the NEON project only be over budget if it uses all of its contingency fees? 

The NEON project will only be over budget if it exceeds the $434 million currently authorized 
for the project. This $434 million includes the project contingency. 

7. Did you, Dr. Collins, have any input in NSF’s decision to move forward with the NEON 
project while you were the NSF Assistant Director for Biological Sciences? 

It was my responsibility as Assistant Director for Biological Sciences to ensure that worthy 
projects proceeded appropriately. Tlie worthiness of each project was determined using external 
peer reviews by members of the scientific community and I then developed a recommendation 
regarding funding for the Director of NSF. The final decision to move ahead and fund NEON 
within NSF’s MREFC account was made by the Director of NSF. 

a. In addition, did you have any input on the final budget for the project? 

The peer review process determined a proposed budget and, then, as Assistant Director 
for Biological Sciences, I had tire authority to conclude that the proposed budget was 
either too large or too small. In the case of NEON, I initially determined that the 
proposed budget was too large, and the organization subsequently proposed a smaller 
budget. As I noted in answering the last question, the final decision regarding a final 
budget for NEON was made by the Director of NSF, 

b. Did you have any input on the use of management fees? 

No, 
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c. While you were at NSF, what was the written, internal policy for a potential 
conflict of interest when working on a project at NSF and then subsequently 
accepting a positon of Chief Executive Officer of said project? 

To clar ify, I ani Chairman of the Board at NEON. I was not and am not the Chief 
Executive Officer. I left my position at NSF in October 2009 and joined the NEON 
board in May 2011. I do not recall whether NSF had a “written, internal policy for a 
potential conflict of interest”, hut my understonding was, and is, that I was in compliance 
with applicable laws and policies when I joined NEON’s board. 

Questions from Repre-sentative Palmer : 

1. NEON sought the counsel of attorneys at Gibson Dunn in order to respond to the letter 
sent by Senators Grassley and Paul. Was this paid for out of the management fee, as well? 

a. If yes: So not only were there thousands of dollars’ worth of questionable 
purchases, but you also used the management fund to defend those purchases? 

i. How much were attorney’s fees? 

b. If no: How did NEON pay for attorney’s fees? 

NEON paid for counsel in this matter out of other limds of the organization. It did not pay for 
counsel ftom management fees. 

2. Is it also true that the attorneys at Gibson Dunn represent Tom Sheldon, the former 
CFO at NEON? If so, isn’t that a conflict of interest? 

Gibson Dunn does represent Tom Sheldon. No conflict of interest exists because Tom Sheldon 
and NEON do not have divergent interests in this matter. 


3 




Appendix II 


Additional Material for the Record 


( 121 ) 



122 


Prepared Statement Submitted by Subcommittee on 
Research and Technology Chairwoman Barbara Comstock 

Thank you Chairman Loudermilk, for convening this hearing, and let me con- 
gratulate you on your chairmanship and on your first hearing on this very impor- 
tant topic. 

While I was not here for the first NEON hearing the Committee held in Decem- 
ber, I have reviewed the testimony from that hearing and familiarized myself with 
the relevant issues in preparation for this hearing. The independent audit findings 
and other information about management of the NEON project show some taxpayer 
funds that were intended to support scientific research were diverted to problematic 
activities. 

The National Science Foundation and the National Ecological Observatory Net- 
work have a Cooperative Agreement in the neighborhood of $433 million. A rel- 
atively small amount of that amount - several hundred thousand dollars - has been 
diverted to pay for things that don’t support or strengthen the project: for instance, 
gourmet coffee service, tens of thousands of dollars for at least one lavish Christmas 
party, and additional hundreds of thousands of dollars for lobbying expenses. 

Our national debt exceeds $17 trillion. Annual budget deficits of several hundred 
billion dollars per year are driving up the national debt at a fast clip. 

Support for basic research is one of the most important areas of federal discre- 
tionary spending. Maintaining American leadership in science and innovation is the 
key to our nation’s future economic prosperity and security. Basic research is about 
good jobs and a secure future. But in the current budget environment, just main- 
taining the current level of basic research support is a big challenge. 

Our Committee authorizes funding for groundbreaking research financed by 
grants through the National Science Foundation. We have a constitutional obliga- 
tion and a responsibility to ensure every dollar earmarked for scientific research is 
spent as effectively and efficiently as possible. 

We want to be strong advocates for science, but the situation we will discuss 
today makes it more difficult to build and maintain support for science funding. We 
want to be strong advocates for federal support of basic research that advances 
science and the national interest. But that advocacy is made more complicated when 
our constituents learn of teixpayer dollars diverted to parties and lobbying. 

It may be that nothing illegal has occurred, but taxpayer money has been spent 
(very) inappropriately. I look forward to hearing from NSF and NEON representa- 
tives about what went wrong and, even more, about what steps, including new legis- 
lation and new regulations, must be taken to ensure these problems never happen 
again. 

Thank you Mr. Chairman, I yield back. 
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Prepared Statement Submitted by Subcommittee on 
Research and Technology Member Elizabeth Esty 

Thank you, Chairman Loudermilk and Chairwoman Comstock, and Ranking 
Member Johnson, for holding this hearing on the National Ecological Observatory 
Network (NEON). I also want to recognize and thank our witnesses from the Na- 
tional Science Eoundation (NSF), NEON, and the Congressional Research Service 
(CRS) for their time and expertise. 

In the last two months we have had two hearings on NEON and NSF’s oversight 
of the project. We heard from five witnesses, including NSF Inspector General Alli- 
son Lerner, and the chairman of NEON, Dr. James Collins. These experts discussed 
the NEON Project’s successes and struggles since its creation in 2008. Although 
they were called to be witnesses to discuss concerns regarding NSF’s oversight of 
cooperative agreements, the witnesses made clear that NEON has done 
groundbreaking ecological sciences work, and the program will continue to inform 
our understanding of large-scale ecological systems. I look forward to working with 
the Committee to learn more about ecological sciences advancements, both at NEON 
and across the NSF. 
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National Ecological Observatory Network 


Annual Lobbying by 



Client Profile: Summary, 2014 


Year; 


2014 » i 


A special interest's lobbying activity may go up or down overtime, depending on how much attention the federal 
government is giving their issues, Particuiaiiy active clients often retain multiple lobbying firms, each with ateam of 
lobbyists, to press their case for them. 


Total Lobbying Expenditures; $35,000 

Subtotal for Parent National Ecological Observatory Network: $35,000 

National Ecological 
Observatory Network 



NOTE: Al lobbying expendiiures on thia page come fram the Senate Office of Public Records. Data for Ihe most recent year was downloaded 

on January 22, 2015, 

Feel free to distribute or cite this material, but please credit the Center for Responsive Politics. For permission to reprint for commercial uses, 
such as textbooks, contact the Center: info@crp.org 


hnp:/Avww,[pensecrets.or9/Iobby/clientsum.php?id=D000064931&year=2014 
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Oldaker Law Group 



Firm Profile: Summary, 2014 

Year: 1 26i4j/] 

Total Lobbying Income: $1,557,500 


Groups That Have Retained Oldaker Law Group: 


Ghent t 


1 

Adventist Health Systems 

$200,000 - 

Hospitals/Nurs Homes 

American Health Care Assn 

$40,000 - 

Hospitals/Nura Homes 

American Health Quality Assn 

$30,000 - 

Human Rights 

Colurnbia University ivS:: 'Yv-.Y 

$40,000; -: Columbia University Trustees 

Education 

Federatlon/Amer Soc/Exnerimenfai Riolonv 

$40,000 - 

Misc Health 

iCU Medical Inc 

$10,000 - 

Unknown Business 

indvne Inc 

$150,000 - 

Computers/lntemet 

Medicaid & Medicare Advantaoe Product Assn 

$180,000 - 

Mfsc Health 

National Assn/Shareholder & Consumer 

$240,000 - 

Lawyers/Law Firms 


https ://www.opensecrets.cyg1obby/firmsum.php?id=D000036374 
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National Ecolooical Observatory Network 

$35,000 - 

Environment 

Natl Assn of Marine Laboratories 

$27,500 - 

Agricultural Svcs 

Neuraistem 

$150,000 - 

Pharm/Healtti Prod 

Nova Southeastern University 

$200,000 - 

Education 

Sea Grant Assn 

$35,000 - 

Environment ' 

State University System of Florida 

$40,000 Florida State Research 
Foundation 

Education 

SMNY.Regearch 

$15,000 - 

Education 

University Cora for Atmosoheric Research 

$45,000 - 

Education 

University of Chicaao 

$35,000 - 

Education 

Vaisala Inc 

$45,000 - 

Misc Mfg/Distnb 


NOTE; All lobbying expenditures on this page come from the Senate Office of Public Records. Data for the most recent year was downloaded 

on January 22, 2015. 

Feel free to distribute or die this material, but please credit the Center for Responsive Politics, For permission to reprint for commercial uses, 
such as textbooks, contact the Center: info@crp,org 


https ://www .opens ecrets.or9lotiiy/firmsum,chp?id=D000036374 
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6 

Tlie cogniiant NSF program official for this grant is Kiiziil^eth R. Blood (703)292-8470. The cognizant INSF grants 
official contact is Timothy Kashmer (703) 292-8242. 

Sincerely, 

Timothy Kctshmi^r 

Grants and Agreements Officer 


From: Tom Sheldon |raailtQ;tsheldcm@neonmc.org] 

Sent: Thursday, January 08, 2000 1 :27 PM • 

To; Kashmer, 1‘imothy P. 

Cc: 'Dana white' 

Subject; RE; DBJ()7520I7 Management Fee Request.pdf- Adobe Acrobat Standard 


1 hanks again! We, have already established a unique “project'* and .separate cash account wilhirt our accounting 
system to keep all inanagement fee activity isointed from other activities. 


Tom 


From; Kashmer, Timothy P. [maihonkashmeKaaistgov] 

Sent; ‘IJiursday, January OS, 2009 I J ;26 AM 
To: 1'om Sheldon 

Subject; RK: OBI07520I7 Managemcitt Fee Requestpdf- Adobe Acrobat Siandard 


j here is no rule or requirements for Jrawiog down mnnageniens fees for cissisiance awards. 'These are u!iasK.ifmh!c fcc-s. 
therckire as far a.s we are concerned you can draw-' down ihc entire amnunt of the (cc, bu! probabiy a good idea to keep 
ii inoniiored imo a .separate acCLUini. 


Tim 


Tim P. Kashmir 

Senior Grants and Agreements Officer 
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NATiOflAL SCIENCE FOUNDATiON 
4201 WILSON BOULEVARD 
ARLINGTON. VlROlNiA 22230 


Octoher ! . 2fl i 4 


The Honorable Charles Grassley 
The Honorable Rand Paul 
United States Senate 
Washington. DC 20.il 0 

Dear Senators C»ras.sley and Paul: 

Thank you for your letter of September 3, 2014 regarding the National Ecological Observatory 
Network (NEON), a major research facility funded by the National Science Foundation (NSF). 
Based on whistleblower information and a draft audit by the Defense Contract Audit Agency, 
you have raised .several questions regarding the use of federal financial assistance in ftte fonn of 
a “Management Fee" provided by NSF to NEON. We welccrme the opportunity to respond to al! 
of your qiie.slions and to provide you with the facts necessary for any further discussion you may 
wish to have with NSF. 

NSF’s core mission is to promote the progress of science,' and we do w through our investment 
in a |»rtfolk) of more than 42,000 active awards designed to advance the Nation's innovation 
ecosystem.^ Aside from individual research awards, NSF also funds major rciiearch facilities 
such as NEON . NEON i,s a complex network of sensors that will, among other advances, utifee 
airborne remote sensing data to improve our fundamental undersumding of agriculture, 
plant/crap and land-use matters. NEON. Inc. is a private, not-for-profit corporation to whom 
NSF has provided federal financial assistance for the design, construction and early operations of 
the NEON network. 

Among all of NSF’s active awards, only fifteen utilize management fees. Management fees are 
an item above cost, or profit, earned by an organization, and do not implicate the Byrd Anfi- 
l.ohbying Amendment. The Office of Management and Budget has long held that fees or profit, 
for purposes of the Byrd Anli-Lobbying Amendment, arc not considered appropriated funds. 

See Office of Management and Budget (0MB) 1990 Federal Register notice providing, in part, a 
government-wide ciarification that "{pjrofits, and fees that constitute profits, earned under 
Federal grants, loans, and cooperative agreements are not considered appropriated funds,” 55 
Fed.Reg. 24540. 24542 (.lune 15, 1990). h is also notable that the soon-to-be implemented 
update to the Uniform Administrative Requirements, Cost Principles, and Audit Requirements 
for Federal Awards (2 CFR Part 200) rc-alTirms that profit may be canted or kept where 
expressly authorized by the terms and conditions of the Federal award. See 2 CFR 200.400(g). 


‘ NSFs mission Is 'to promote the progress of science: to advance the national health, prosperity, and wetfara; to 
secure the national defense; and for other purposes." The National Science foundation Act of 19S0 (Public Law 
81-507), 

‘ NSF fY 2013 Performance and Financial Highlights notes, among other data, that last year NSF invested in 1,922 
colleges, universities and other institutions, evaluated 49,000 proposals through competitive merit review and 
funded 10,800 competitive awards. 
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NSF uses management fees on less than 0.04% of awards, and only includes management fees in 
unique cases like NEON. Inc. when we are working with specialized nonprofit research 
organizations on large scale projects. These oiganizattons typically liin e limited or no other 
sources of funding. The purpose of the management fee in many of these cases, therefore, is to 
facilitate the basic operations and viability of these nonprofits, so that our overall investment 
remains sound. 

NEON. Inc. has received a management fee associated with the NEON awards amounting to 
slightly over one-half of one percent of estimated aw'surd costs. Initial NSF considerations for 
provision of a management fee were in part based on NEON, Inc.’s need to accumulate some 
level of assets to secure a line of credit for the organization. As noted in your correspondence, 
on December S, 2008, NEON. Inc. formally requested payment of a management fee. NSF 
reviewed and approved the request consistent with our practices. Again, inanagement fees 
constitute profit or fees earned by an awardee and are not considered appropriated funds. 

Nonetlieless, NEON, lnc.'.s subsequent use of this management fee is disconcerting, especially 
regarding expenditures like the ones you identified - expenditures that appear inconsisterit with 
the initial request provided to NSF for the fee. In fact, and prior to your tetter, NSF had already 
initiated action to examine NEON, Inc.'s prior representations and justifications regarding the 
management fee. In July 2013, for example, NSF declined a request from NEON, Inc. to increase 
the tunount of management fee paid under its awards. Additionally, NSF had informed NEON, 
Inc. that a management fee for its aw'ard for early operations of the NEON network would not be 
provided at this time, pending further review. We note, however, tliat our review of this matter 
does not include the draft audit report performed by the Defense Contract Audit Agency and 
mentioned in your letter. N,SF has not yet received a copy of this document in draft or in .final 
form, and we will certainly consider and take into account any audit report that may be issued. 

In addition to reviewing NEON, Inc.’s justification of its management fee, we are continuing to 
re-a.ssess our policies and practices regarding management fee administration. We have assigned 
this matter to the NSF Chief Financial Officer/I lead of the Office of Budget, Finance and Award 
Management (BFA), vvho will work with senior staff of the agency to develop proposed 
practices, following careful consideration of best practices at other federal agencies. At that 
point, this matter wil! be further reviewed by the Audit and Oversight Committee of the National 
Science Board. 

Below we provide response.s to each of your five questions. Our stalThas prepared an appendix 
to this letter, which includes a detailed accounting ofunallowablc costs incurred by NEON, Inc. 
from its inception to foe present, as well as other documents responsive to your request. Some of 
the materials provided may contain business proprietary information, so we ask you to treat them 
accordingly. 

Responses to Sixicific Quest i ons Set Forth on pages .3-4 o f Your L etter 

1, PIea,se provide all correspondence with NEON related to “management fees” and 
unallowable costs from its inception to the present. 

Resixtnse: Please see the appendix and alUwhments. 
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2. Please provide a detailed aceounting of all unallowable costs incurred by NEON from 
its inception to Ac present. 

Mesponse: Please see the appendix and attachments. 

3. Was NSF aware that NEON was funding otherwise unallowable costs with the 
management fee? 

a. If so, svhat legal justification permitted this grant anfhortoition in spile of OMB 
Circular A-122? 

Response; NSF underslodd thatNMON, Inc. used its management fee in part to cover 
costs that Mwe not reimhursable or otherwise tmallow’ahle. One component of 
management fee as a profit or item above cost provides for coverage of ordinary and 
necessary expenses that are not reimbursable. NSFdtm not provide this fee on an 
incurred erm basis. The management fee represents the f>arlie.\' ' agreement m to a 
fixed amount constituting a fee or profit earned by the awardee. Typically it is 
determined at the origination of an award or at fime.s on an annual basis 
prospectively within an award period. As an item above cost and not based within 
the context of reimbursement for incurred costs, the management fee is not subject to 
OMB ('ircidar A-122. .4s provided in the purpose of the Circular, "fpjrovisionfitr 
profit or other increment above cost /.v outside the .scope. . . " 

b. If so, what legal justification permitted the funding of lobbying in spite of the 
Byrd Anti-Lobbying Amendment? 

Resfwnse: OMB ',v / 990 Federal Register notice published in conmetion with its 
implementatitm of the Byrd Amendment provides, in part, a government-wide 
clariftcation that "[pfrofits, and fees that constitute profits, earned under Federal 
grants, loans, and cooperative agreements are not con.mlered appropriated 
funds. " SS Fed.Reg. 24540, 24542 (June 15, 1990). 

4. What portio»(s) of NEON’s Policies and Procedures manual was derived from language 
suggested by the National Science Foundation, or copied from other NSF policy 
guidebooks? Please provide specific page references, particularly with regards to 
references of “unaliosvablc costs" or "management fees.” 

Respoin-e: NSF is not aware of any porlionfs) of NEON, Inc, '.s Policies and Procedtmes 
manual that was derived from language suggested by the National Science Fomdation, 
or copied from other NSF policy guidebooks. It'e do note that in 200S, when NEON, Inc. 
was initially devtdoping a Policies and Procedures manual, that .NSF reviewed and 
provided comment on the draft manual to ensure that the draft policie.s and procedures 
were sufficient and in compliance with federal standards. 
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5. In the past five years, have other NSF grantees received compensation in the form of 
“management fees”? If so please list for each grantee: 

a. The amount of “management fees” granted for each year they were awarded, 

b. The alleged purposefs) of the monies, 

c. What portion of the management fee covered unallowable costs, and 

d. The jnstiflcatioB for granting awards for any unallowable costs that were 
covered. 

Over She pass Jive U.S. Government Fiscal Years (GFY 2010-2014) six NSF awardees 
have received management fee in mitiitkm to NEON. Inc. These are: ti) Associated 
Umversilks. /m\, (ii) As.sociation of Unh<ersilie.s for Re.search in Astronomy, Inc. . (Hi) 
Incorporated Research InslHutiom fiir Seismology, (iv) SRi Internalional, (v) University 
Corporation for .Almo.spheric Rettearch and (vi) UNA VCO, Inc. The amount.^ hy Fiscal 
Year awarded to each are .set forth in Ihe following table. 





f IM AL V 



AWAKnif. 

2010_ 



HBm 


Associated Universitie.s, Inc. 

$450,000 

$425,000 

$425,000 

$425,000 

Under 

Neg. 

Association of Universities for 
Research in Astronomy, Inc. 

$374,000 

$400,000 

$400,000 

$475,000 

$475,000 

Incorporated Research 

Institutions for Seismology 

$25,000 

$25,000 

$25,000 

$25,000 

Under 

'Neg, 

SRI International 

N/A 

$36,816^ 

$33,354 

sai.his 

$31,843 

University Corporation for 
Atmospheric Research 

$250,000 

$250,000 

$250,000 

$500,000 

$500,000 

UNAVCO. inc. 

$40,000 

$40,000 

$40,000 

$40,000 

Under 

Neg. 


Management fees are an item above cast, or profit, earned hy an organiscifkm. NSF 
provides fee to these organizations after considering among other points: (i) financial 
or other liability or risk as.sumed, (2) retained earnings used to fund work, (3) facilities 
capital acquisition plans. (4) M’orking capital funding, (5) addressing tmreimhursed costs 
deemed ordinary and necessary for operations, (6) the utility of fee as a performance 
incentive, and (2) fee to attract qualified organizations. Most of the.se organizations 
have limited or no other .sources of funding. The purperse of the management fee in many 
of the.se ca.se, s, therefore, is to facilitate the basic operation.s ami viahiHly of these 
nonprofits, so that our overall investment remains sound. 
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Given that the fees awarded are discretionary finds, NSFdoes not require that its 
awardees report how those monies are expended; thus, we do not require that the 
awardees submit an accounting of how they may cover otherwise unallowable costs with 
management fee. 

Again, we would like to express our gratitude for your letter calling attention to important 
matters of oversight. We are committed to strengthening our policies and practices to advance 
the progress of science in our nation. 


Sincerelv, 





France Cordova 
NSF Director 


Dan E. ArvizA Q 
NSB Chairman 
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BSR Site Visit Dates and Participants 


BUSINESS SYSTEMS REVIEW SITE VISIT DATES AND PARTICIPANTS 


Review Dates and Locations 

BSR Site Visit Date: 

Location: 

Awardee: 

July 31, 2011 - August 3, 2011 

Boulder, CO 

NEON, Inc. 

BSR Introductory Site Visit Date: 
Location: 

Awardee: 

August 25, 2010 

Boulder, CO 

NEON, Inc. , 

National Science Foundation BSR Team Member Participants 

Blood, Liz 

Program Director, BIO OAD, NSF 

Futrell-Griggs, Montana 

Project Manager, Division of Biological Infrastructure, NSF 

Kashmer, Tim 

Acting Branch Chief, Division of Acquisition and Contract 
Support, NSF •' 

Mallinoff, Sonya 

Senior Advisor for Planning, Analysis and Operations, BIO, 
NSF 

O'Malley, Dorma 

Financial Operations Specialist’, fJOivision of Astronomical 
Sciences, NSF ^ 

Paulos, Bob 

Associate Director Icecube Project UW - Madison, 

Antarctic Astronoftiy;und Astrophysics Research 

Institute ’ 

Rabanal, Florence 

Facilities. Management and Oversight Advisor and BSR Team 
Leader, Large Facilities Office, NSF 

Stein, Erica 



Grant and Agreement Specialist, Division of Acquisition and 
Contract Support, NSF 

Bryant, Bill 

n^ntractor Support to NSF, Booz Allen Hamilton 

Haerr, Mark 

Contractor Support to NSF, Booz Allen Hamilton 

Mannion, Brian ^ , 

Contractor Support to NSF, Booz Allen Hamilton 

Oyekan, Akin : % 

Contractor Support to NSF, Booz Allen Hamilton 

Reese, Joshua 

Contractor Support to NSF, Booz Allen Hamilton 

Sowa, Joyce 

Contractor Support to NSF, Booz Allen Hamilton 


Contractor Support to NSF, Booz Allen Hamilton 


Report Release Restiiction: These refmts arc internal National Science Foundatkm records and the>f are not to be released to anyone ovtside of the NSF without 
adviiticed approval by the Large Facilities Office, Office, Budget, Financr and Award Mann^mnf and/br the Legal Analyst in the Office of dte Ceneral Counsel. 
All information contained in these, reports miistlv iiviitectascoHfidenlialandaremtiobeusedforpurposesother than originally intended without prior 
ivncurrence as noted ahow. 
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Director of Procurement and Contracts, NEON, Inc. 
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Orief Operating Officer, NEON, Inc. 
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Director of Environmental Health and Safety, NEON, Inc. 
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Logistics Manager, NEON, Inc. 
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Payroll and Records Manager, NEON, Inc. 

Maclin, Julie 

Senior Accownfimf, NEON, Inc. 
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Chief of Human Resources, NEON, Inc. 
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Project Accounting Supervisor, NEON, Inc. 
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Assistant Director of Procurement, NEON, Inc. 
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Learning and Development Manager, NEON, Inc. 

Ryan, Jill 

Director o/PMCS, NEON, Inc. 

Schimel, Dave 

Interim Chief Executive Officcj, NEON>Inc» 

Sheldon, Tom 

Otief Financial Officer, NEON, Inc. 

Waugh, Juli 


White, Dana 

Controller, NEON, ' 

BSR Guide: 

September 24, 201i}, (Finahyersion 3.1) 
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EXECUTIVE SUMMARY 


Staff from the National Science Foundation's Budget, Finance and Award Management's (BFA) 
Large Facilities Office led a team to conduct a business systems review (BSR) of the 
administrative business systems supporting file National Ecological Observatory Network 
(NEON) Facility. The site visit occurred between July 31, 2011 and Augusts, 2011. The purpose 
was to ensure that NEON's business support systems are in compliance with governing Federal 
regulations and that they meet NSF's expectations for stewardship of Federal funds. 


The business systems for eight core functional areas (CFAs) were examined: 


1. General Management 

2. Award Management 

3. Budget and Planning 

4. Financial Management 

5. Finance Reporting 

6. Human Resources 

7. Procurement 

8. Property and Equipment 












Although tlie administrative business systems suppcrf^ the NEON Facility are in alignment 
with Federal regulations, a number of high risk issueS^fe^ identified across aU CFAs, For 
some, the nature of issues (e.g., financial manageitienf^ftten procedures) and/or the number 
of concerns (e.g., property and equipment) are potentially serious and if not attended to and 
closely monitored may have systemic impacts. For these reasons, the systems supporting these 
CFAs do not meet NSF's expectations for the stewardship of Federal funds. 
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Table 1. List BSR Results 


r- 


NEON, Inc. /neon BSR REPORT 


FINAL REPORT 


Summary of BSR Results 


^ The NSF Program Manager may require that select/ all areas for improvement be addressed as part of 
the follow-up and monitoring process. 

2 These may be shared with other NSF Awardees and Large Facilities with permission from the Awardee. 
^ 2 CFR 215.22 

Report Release Restriction: These reports ait internal National Science Foundation records and Ikeifare not to he released to anyone outside of the NSF witiwut 
adima-d approval by the Largs Facilities Office, Office of Bud^t, Fimnce and Award Management andfiir the Ixgal Analyst in the Offiieofthe General Counsel. 
All infornintion conimned in these reports must he treated as cenfidmfial and are not to be usedfbr purposes other than originally infmdedivilhouf prior 
concurrence as noted above. 


The BSR examined and evaluated the business systems in the eight CFAs previously outlined. 
This section summarizes tlie review results categorized as Areas of Concern, Areas for 
Improvement and Best Practices for each CFA. Areas of Concern identify tiiose areas that 
indicate business system deficiencies or noncompliance with Federal requirements. Addressing 
these areas is mandatory. Tlie Areas for Improvement category outlines those actions that the 
reviewers believe would improve tlie business systems pertaining to a particular CFA. 
Addressing the Areas for Improvement is not mandatory. Best Practices identify the busine§s 
practices, procedures and policies tliat exceed ihe expectations of a proficient business 


A summary of BSR results is presented below in Table 1. Further details and (’h-»i’r\ at ions 
supporting these results are available in the CFA sections of this report. 


RESULTS - AREAS OF CONCERN 


None identified. 


None identified. 


None identified. 


FR-1: Develop written pro^^uras for nunimizing the time between transfer of funds from 
NSF and disbursem^^^ fci^ I^ (ie., 3-4 days). In accordance with the Uniform 
Administrative Requir3^nts for Grants and Agreements with Institutions of Higher 
Education, Hospitals, and Otlier Non-Profit Organizations, Payment^ subsection, 
organizations operating on an advance basis must have written procedures to minimize 
tile time betweefi^receipt of funds from federal agencies and payments to 
vendors/payroll. NEON needs to strengthen existing procedures to address Federal 
regulations. . j 
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KESPLTS AREA5 OF GONGEKN 


FR-2: Develop policy guidance to identify, record, and report program income in accordance 
with the Uniform Administrative Requirements for Grants and Agreements with 
Institutions of Higher Education, Hospitals, and Other Non-Profit Organizations, 
Program Income subsection.'* Recipient organizations are required to account for 
program income related to projects supported with federal funds. This process should 
be documented in the NEON policies and followed when reporting quarterly on the 
FFR. 

None identified. 

None identified. 


rKiil'IKH WniMLIl'MIM 


PE-1: A physical inventory should be conducted in accordance with the provisions of t tlie 

Uniform Administrative Requirements for Grants and Agreements with Institutions of 
Higher Education, Hospitals, and Other Non-Profit Organizations, Equipment.^ The 
inventory should be conducted at least once every two years, with verification of 
existence and location of the equipment as well as information on current condition and 
utilization. Inventory information should be ra^mciled with tlie accounting records. The 
PPM does not go into detail on the procedurrf^Wocesses that should be followed for 
the reconciliation process nor is there any empmudf in the manual on the need to ensure 
that the inventory is updated promptly. This should be addressed. 


RESULTS - \Kt \S FOR IMFROVEMENF 




GM-1: Existing organizatioj 
organizational structu? 
concerns related to clarii 



rts and other materials used to depict/ describe the 

irting NEON should be clarified and address the various 


GM-2: Alternate organizational structures should be explored, with special attention to the 
overall size of management and strategies used for integration across groups. 


GM-3: NEON, Inc. should revisit its plans for implementing an audit and oversight activity and 
accelerate: the standup date. While the function-specific activities and training could 
continue to be managed in a distributed fashion, a consistent organizational-wide 
fiftmework to govern operational protocols should be coordinated and managed 
'^tiirough a single group. This framework should include roles, responsibilities for 
ensuring continuous compliance, and corresponding processes with timelines. 


* 2 CFR 215.24 
5 2CFR 215.34 (f)(3) 
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RESULTS - AREAS FOR IMPROVEMl N 1 


GM-4: Develop a process for individuals to acknowledge NEON, Inc/s policies on ethics and 
standards of conduct and COL It should cdso explain how instances of noncompliance 
are tracked and resolved and communicated to other affected groups. The PPM should 
be expanded to document these details and staff should be trained. 


AM-1: Update NEON, Inc., policies, procedures, NEON Responsibility Matrix, and position 
descriptions to ensure segregation of duties for award management. In particular 
procedures ought to specify that one individual or group is responsible for co^^Iiknce'^ 
and a different individual or group is responsible for monitoring compliance. 


AM-2: Implement updates to policies, procedures and PDs and ensure they align with thfe 

changes to segregate duties. As an immediate first step the SRO' s AM responsibilities 
should be immediately transferred from the PI to the SRO. 


AM-3: Issue the individuals assigned to AM responsibilities to a FastLane (FL) user account 
and/or other authorizations and permissions to accomplish AMfunctions. 


AM-4: Revisit and strengthen the current approach to assigning AM responsibilities such as die 
monitoring of award terms and conditions. Tlie written procedures ought to implement 
a strategic approach to communication of award terms and conditions, amendments to 
those terms and conditions, and roles and responsibilities for compliance that includes 
all organizational stakeholders. 


AM-5: Ensure that the written procedures practices align with associated SRO's responsibilities. 


BUDCFT AND PLANNING 


BP-1: Finance and PMCS should immediately examine alternative ways to account for labor 
actuals that would allow a more standard way of reporting EV. The NSF requires clear, 
concise EV reports that accurately reflect performance. 


BP-2: The connection and <^riimnicatibn between the Finance group and the PMCS group 
should be strengthene^^6©N, Inc. should investigate formal structures that would 
facilitate routine interacH^ between these two groups. One approach may be to hire a 
business manager to serve as a technical liaison between the two groups. In the interim, 
these two groups should set routine meetings to collectively discuss issues related to 
budget date and revise joint solutions. 


BP-3: An organization-wide approach to compliance monitoring terms and conditions ought 
to be developed. If the procedures require functional groups such as PMCS, to be 
, involved with monitoring then training should be provided to ensure that staff 
urtd^rsitend the associated expectations and responsibilities. 


BP-4: Tim year-end budget closeout process needs to be more fully documented. Existing 

documentation ought to more clearly specify how and when variances, for example, are 
reconciled between the NEON, Inc. accounting system and COBRA. 


RfTtorli^ft/zseRfs/ricf/on.'TTii’si; repcrlfaii’ internal National Sdence Foundation reajrds and are. )K>t to be released to anyone outside of the NSFwithotit 
ndmnced approval hy the Large facilities Office, Office of Budget, Fman<xmd Anmrd Management and/or tl« Legal Analyst in the Office of the General Counsel. 
Allmfiirmation contained in these reports must he treated as confidential and are not to be used for purposes other than originally intended without prior 
concunemv as noted akive. 
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FM-1: Ensure that materials (organizational charts and references in PDs, PPM, and the 

Accounting Manual) are consistent and aligned widi roles and responsibilities of FM staff. 
Titles, terms, and PD duties should reflect current operating positions. The PPM and the 
Accounting Manual should be updated to ensure that references to the Finance 
Department and Job titles of staff are consistently referred to throughout. 

FM-2: Priority should be given to completing the PPM and the audits sections of the Accounting 
Manual. Internal audit control mechanisms should be developed documented and 
implemented checking basic internal control processes on a routine basis. Further basic 
protocols for handling external auditors should be developed and implemented' 
immediately with all audits, 

FM-3: Policies, procedures and practices should be revised to ensure CFQ par^lpition and 
concurrence in all financial representations for NEON, Inc. This will provide for 
necessary checks and balances to the process. 

FM-4: The CFO should organize support documentation related to die development of the 
indirect cost rate identified in the cost proposal and include a narrative that clearly 
explains how the rate was developed. This should also include a justification to support 
the indirect cost recovery in the construction cost proposal should be documented. 
Further, all appropriate functional representatif^ should participate in discussions with 
the DCAA auditors. f 

FM-5: Develop a policy and practice to address allowability of Employee Morale Costs. 

Written policies and procedures on employee morale should be included in the PPM 
and address the responsibilities o^^^ew Employee's Activity (EA) group. Clear 
distinctions should be made se EA sponsored activities that are considered 

allowable and those considered uifgmbwable. All expenses associated with these types of 
costs that have been incurred'should be reviewed for allowability, allocability and 
reasonableness. Charg^ffia^ould be considered unallowable in context of the new 
policy should be remove^rom the NSF award. Ensure that the policy fully complies 
witli the Cost Principles for Non-Profit Organizations^ and Employee Morale, Health 
and Welfare Costs^ and Entertainment Costs.® 

FM-6: Review written protocols pertaining to support documentation and ensure that proper 
justification for expenses is required. Training should be provided to review the 
protocols and alignment of associated practices. 


® 2 CFR 230 

^ 2 CFR 230 Appendix B.13 
® 2 CFR 230 Appendix B.14 
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■ 


Kt SUI rS - AKF AS 1-OK iMi’KOM \t! M 


Un'OKMNC; 

FR-3: Roles and responsibilities for all financial reporting activities should be clearly identified 
in the PPM and die Accounting Manual. These descriptions should reconcile against each 
other and correspond to die job tides for the respective position descriptions. 


FR-4: Procedures and detailed step-wise methodology used to develop cash requests and FFRs 
should be documented. These should include information on specifying die source of 
information used to calculate die cash request amount and the FFR totals. 


FR-5: FastLane procedures for assigning the FL users access and, in particular, tjie financial 
functions, should be developed and documented. Procedures should include delegated 
responsibihties in the absence of the CFO and address segregation of Fastliane functions 
to ensure that conflicts of interest are avoided. % 

III MW KISOL K( IS 


HR-1: NEON, Inc. should consider investigating other organizational structures for the 

improvement of HR operations. There may odier organization arrangements that are 
more efficient and effective. 


HR-2: NEON, Inc. should ensure that it addresses outstanding NSF-stated concerns and 
expectations related to the development of a succession plan. 


HR-3: HR should outline a strategy to deliver trainin 
Inc. staff with the initial focus on required job^ 
as safety, travel and expense reporting, arti^ pro? 


purses on high risk issues to all NEON, 
\ctions and compliance concerns such 
rement policy. 


HR-4: NEON, Inc. should develop written procedures to demonstrate and validate a sufficient 
process for self-certification of its Coihpliance with discrimination against persons based 
on race, color, national origin, se?<, or handicap. Current practices are not structured and 
have resulted in select requirements riot being addressed. 


HR-5: NEON, Inc. should ( 
process for self-certifi^ 


y written procedures to demonstrate and validate a sufficient 
dts compliance with drug-free policies. 


HR-6: While NEON, InCv are pigling strategies to manage their workforce, these are mostly 
short-term an informal in practice. More structured short and long-term workforce 
planning should be developed and written. It should include a consistent approach to 
aligning the workforce with NEON's mission and objectives. 


HR-7: The steffing strategy for operations has been delayed due to changes in funding. NEON, 
Inc. should develop a model for more easily determining staffing levels under different 
\ funding scenarios. This would enable HR to better plan. 


HR-8: NEON, Inc. succession plan for C-level positions should be completed and 

submitted to NSF as expected. 
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KI SLI rs - AREAS FOR IMPROVI MI.N 1 


HR-9: The Performance Assessment Program should be completed, documented and executed 
as soon as possible, within the next six months. This is especially important given the 
growtli in staff during construction and need to maintain and retention the organization. 


HR-10: NEON, Inc.'s compensation analysis should be reviewed to include market data from 
only not-for-profit organizations (e.g., academic institutions. Federal and State 
Governments, and non-profits). NEON, Inc. should work with NSF Program to review 
the results and determine the appropriate next steps if excludmg die "for profit" 
comparisons results in significant differences to salary ranges. 

P'hu I KI Ml M 


PR-1: P&C should develop a tracking process to ensure proper checks and balaht:es %e* 
maintained in practice as outlined in the PPM and PCGM. % 


PR-2: Include all individuals with delegated authority to enter into lease agreemente into the 
Approval Authority matrix. 


PR-3: Conduct annual training sessions for P&C staff to reiterate the Standards of Conduct 
policy and tire Conflict of Interest requirements. 


PR-4: Given the large amount of construction planned dining the near future and the wealth 
of minority-owned firms and small business in the construction trades, NEON should 
revisit their five year goal and develop a plan J^^^tively seek under-representative 
participation. 


n tractive 

-S- 

^(nd appro 


PR-5: Develop desktop procedures for the revie^ jn^^^roval process for all subcontract 
invoices to ensure that the contracted Work effort is consistent with the criteria 
established in the contractual agreements, v ■ 


PR-6: Include all required flowdown provisions ti\at are identified in the PPM and PGCM, 
including the termination forednveniehce clause, as part of the Federal Regulatory 
Flowdown Referenceg^lhohin the PCGM. 


PR-7: Ensure that practices a^^!^3edures outlined in the PPM and PGCM for subaward 
monitoring activities are^^Iowed. NEON has had limited opportunity to put these 
policies and procedures into practice but are encouraged to ensure that these will be 
followed. For example, P&C should develop a form to collect information from 
subrecipients^ A-133s. 

1 — 




, 


® PCGM Sectior\ J 
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I’KHIM KS^ \\n I MAI! M 


PE-2: Internal operating procedures and PDs should accurately reflect the roles of staff 

performing the PE monitoring roles. Roles and responsibilities of property management 
staff should be clearly stated in the PPM consistent with their position descriptions. 
Roles of the Logistics Manager, the Warehouse Supervisor, Property Specialist, and 
Domain Property Administrators with regard to inventory control and data 
management should be specified in the PPM. 


PE-3: Current operating procedures should be identified. The PPM should provide policies 
and procedures for staff on current operating practices for property management to 
ensure that appropriate practices are followed. 


PE-4: Develop a structured in-house training program, including refresher training, for 

property custodians and all staff involved in the various lifecycle stages of property 
management. The program should include a focus on their responsibilities for personal 
property management, usage, and disposal. 


PE-5: Develop a process to ensure that all proposed equipment purchases are screened against 
the current inventory list to ensure that the proposed assetis not readily available within 
the institution prior to purchasing it. Acknowledgement (f.e., check box) that the 
screening took place should be included in the PR statement. 


PE-6: Ensure that tlie property management systeir^^the functionality to record warranty 
information and produce the required maintemm^ reports. This is an important 
component for management of property,, particularly at remote sites, and NEON is 
encouraged to proceed quickly with this fiinctionality implementation. 


PE-7: Revise the Equipment disposition^^ess ih the PPM. Several items should be 

addressed: identify the personnel "^^^re responsible for contacting an agency property 
manager when an iter^iy^OE is considered excess, specify how income is treated as a 
result of a dispositio^or ^vage, and explain the methods and processes for 
determining the condil^^^ttder which equipment could be transferred, sold, or loaned 
to another institution. 


PE-8: The Equipment Inventory Form should be revised. Guidance instructions should be 
developed on completing the form. The form indicates that the departments should 
submit completed forms to "A&FS Equipment Management" but this entity is not 
reflected on any of the organizational charts. 


PE-9: I^ovide more detailed instructions to staff for completing and submitting forms 

identified in Appendices of the PPM to ensure that the forms are completed correctly 
■and are forwarded to the appropriate office for review (Appendix B - Capital Asset 
Di^fposal Forms, Capital Asset Donation/Scrap Forms, and Capital Asset 
Disappearance/Theft forms. 
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"''RESUrrS - AREAS FOR'-IMPROTOMENt ' 


PE-10: Specific authority levels for tire property management database should be identified and 
documented. Clearly identify staff and authority levels to access, update, and change 
records in tlie Maximo property asset module to ensure tlrat there is integrity of data. 

PE-11: Document the step-by-step procedures used to tag equipment and record the 

information into the Maximo module. It is unclear from the review of tlie Prof>erty and 
Equipment Management Overview of the PPM, how equipment is tagged, either at the 
warehouse or at the remote site. NEON, Inc. should ensure that all capital assets ares 
recorded timely and accurately in the system. The procedures should include a 
standardized location to tag equipment to facilitate the inventory process. 

PE-12: Consider utilizing GSAXcess to acquire excess government property which might be 

useful as the project moves into the construction phase. Participation in the program will 
conserve supply and equipment funds while supporting reutilization. 


PE-13: Consider developing policies and procedures to document expenditures for equipment 
charged to more than one funding source. During discussion> the CFO indicated that 
these procedures would be developed if the need arose to do so Wthe future. 



I None idontitied. 

P<<(U [ K1 MINI 

I None idoniitiod. 

i-Kdi’iKn wniyi ipmim 

I None identified. 
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1.0 BACKGROUNDio 

NEON is a Major Research Equipment and Facilities Construction (MREFC) project, funded by 
NSF. Management of the construction and operation phases are the purview of NEON, Inc., an 
independent 501(c) (3) corporation created to manage large scale ecological observing systems 
on behalf of tire scientific community. Many other U.S agencies and Non-Governmental 
Organizations are cooperating in this project, in addition to institutional members such as 
universities, museums and scientific associations. 

As part of its mission, NEON will enable the understanding and forecasting of the impacts of i 
climate change, land use change and invasive species on continental scale ecology byprov^iding 
inhrastructure and consistent methodologies to support research and education inithese?areas. 
NEON has partitioned the United States into 20 eco-climate domains. Each doihain will have 
one core observational site and 2 relocatable sites. i. 

In 2008, initial funds were provided by NSF to NEON, Inc. for organizational an'd pn)ject 
management support to complete the NEON construction-ready desi^ andb Project Execution 
Plan. In late FY2010 civil construction began on site preparation, a prototype tower, and 
observation hut at Sterling Colorado. As a prototype sit^^^Hhg" was built to test field 
construction and logistics planning, including adequate cl toy fea£^nvironmental impacts 
during tower construction. During the MREFC-funded NEC^construction, the Sterling civil 
infrastructure will be adopted by the Project and wilM^^utfit^d for sensors, eventually to 
become the domain 10, relocatable site #2 in NEON U^feAatory operations. It will remain a 
test site for field deployment purposes even durmg ojijCTanons, where new sensor mounts and 
equipment can be tested. The Sterling prototype site v^as fonnally accepted by NEON, Inc. in 
late 2010. In August 2011, the NEON project was approved by the National Science Board and 
initial construction funds were awarded. Construction of the core sites in Colorado and the 
Nortlieast is expected to begin early in Fiscal Year (FY) 2012. 

NEON Inc. Headquarters is%c ^ fc qn downtown Boulder Colorado. NEON^s 
Calibration/ Validation and Sa^^e Audit Laboratory, which wall calibrate aU sensors for 
NEON on an annual basis and m^fitor the quality of physical samples and related laboratory 
analysis is co-located^ Headquarters. During construction. Headquarters also serves as the 
primary central loccifioff ^r the NEON, Inc. administrative business support staff. In the future, 
as construction other administrative staff members will be located at the operating 

facilities wifir tl®s20&re sites. Total NEON, Inc. staffing is expected to peak at approximately 
247^^ l^¥els that wfil^ maintained during the operations phase as well. 


Text for this section has been extracted verbatim, and in select cases, adapted from various sources 
including, The NEON Strategic Plan, the FY 2011 NSF Budget Request to Congress and 
http: / / ibrcs.aibs.org/ over vie w/ index.html 
Discussed with NEON, Inc. HR staff duiing the August 2011 BSR Site Visit. 
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2.0 SCOPING 


43 ’ 


Scoping activities mvolved a review of the principles in the BSR Guide, discussions with ttie 
NSF program managers^^ (PM), teleconferences with Awardee and Facility staff, as well as a 
reviews and analyses of background documentation^^ related to supporting the business 
systems. These resulted in the development of tiie broad review strategy and individualized 
CFA review plans. The BSR team also considered previously conducted reports and audils as 
sources of input when formulating tlie scope of review for each CFA. These sources, as noted in 
the following paragraphs, were utilized in order to coordinate and build upon previous Wtirk 
that has been conducted: 

NSF Audit^Reviews 

NEON Conceptual Design Reviewi^'^ w 

NSF convened a panel in November 2006 to "review the scope and implementation plans for 
NEON, including management plans and budgeting, and determme if all major risks with this 
project have been identified, whether the initial functional requirements (performance 
requirements, major system components, and cyberinfrastructure^interfaces) have been 
produced for the major NEON systems, and if the elemenfej of the Continental design and 
infrastructure deployment plans are well justified." The panel noted tiiat the overall scope of 
the scientific goals was broad reaching, ambitious, and transformational. However, it identified 
several recurring themes and noted some concerns the ^JSF "charge to the panel" that 

NEON needed to address before the Preliminary Desl^I^view. The panel's observations 
included the following: 

• The evolution of the management structure of the project from a series of workshops to 
one with a Board of Directors was good; however, it raised the concern of appearing 
"inward facing" given the ratio of members from tiie community versus members 
chosen by the Board. ^ 

• Overall lack of docufcnM^ior plans, processes/ procedures, roles and 
responsibilities. 

• NEON current staffing was very limited, especially key personnel needed to plan for the 
preliminary design review. The panel stressed the need for an experienced project 
manager to work with the CEO to "define the scientific, teclmical, and educational 
requirements of the project." In addition, managers of the Level 2 WBS elements were 
needed for the further development of the project requirements. 


12 Theter^ N§F Program Officer and NSF Program Manager are referred to interchangeably throughou t 
the document. 

13 The contents of the NSF Briefing Packet include terms and conditions from Cooperative Agreements, 
description of the Large Facility from the NSF Budget Request to Congress, recent quarterly reports. 
Awardee and Facility organizational charts, AMBAP review summary reports, most recent A-133 audit, 
and recent cognizant audit or other oversight agency review reports and analyses related to the Facility. 

Text extracted verbatim from the Conceptual Design Review Report. 
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• Identifying a permanent location for the NEON headquarters was of paramount 
importance and would be instrumental in hiring critical management positions. 

• Cost breakdown for all infrastructure for base lining purposes was needed as well as the 
preparation of a project schedule and identification of a critical path. 


• Defining, and planning for the transition from construction through commissioning to 
early science operations. Tliis was noted as a significant challenge to botli NEON and 
NSF because of the staggered installation of the domain sites. 

• Development of a feasible maintenance and operations budget consistent with feli||ble" 

funding levels within tlie NSF biology budget. -a. 

• NEON should prepare for the Preliminary Design Review by internally reviewing the 
construction project work plan, cost estimate, risk analysis and bottom-up schedule 
development. 


NEON Preliminary Design Review:^^ 

NSF convened a panel in June 2009 to "formally examine the NHObJ engineering desigiv 
budget, schedule and PEP and to advise NSF on the sufficiency' of the PDK baseline and 
projected FDR project planning and make recommendations regarding any areas where 
insufficiencies are identified." The panel's observations to specific NSF charge questions 
included: 


The NEON project had sufficient capacity and^g^ility to bring the project planning to 
an FDR-ready construction execution pl^- arid’ transition into the construction phase. 
Tlie only exception was the Operation^ afya^ which still needed a department head. The 
panel recommended that the newhea,d of Operations report directly to the project 
director to allow him/her sufficient au^ority to advocate Operations interests and 
avoid a conflict with the Project Manager over construction interests. 

The project managei^it yocesses had been documented in great detail but there was a 
systematic lack of top'^^raSfeuments that provided simple summaries of those 
processes and identified^^ relationships between the processes. For example, despite 
the large amount'of documentation, there was still a lack of clarity regarding relative 
responsibilities. The panel recommended that NEON management reexamine the 
number and contelntof all project documents to remove any redundancy. 

The panel was concerned at the staffing levels allocated for tlie operations phase - 

,ost all staff members are retained from the construction phase which does not reflect 
■educed change in workload. A thorough bottoms-up estimate was recommended 
bi^perations budget. 

panel perceived three strategies that the project had used to cover budget 
contingencies - conservative estimate on some individual items, management reserve. 



Text extracted verbatim from the Preliminar}/ Design Reviezv Repwrt 
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and a formal contingency. The concern was that some areas of contingency may be 
included in all three areas, and in some areas, this contingency was not explicit The 
panel recommended that the budget be reviewed by FDR in order to reduce the layered 
approach to budget contingency. 

The project-wide acquisition strategy and plan was sufficient for the proposed design 
implementation and construction effort The NEON procurement/ contracts team had 
adopted well established policies and procedures that are consistent with government 
and industry best practice. 

Tlie project management activities around human resources were on track. The NEON ■ 
team provided an overview of its policies as well as progress on implementing, diversity 
in tire workforce. However, tire panel did note that workers compensation management 
was a significant organizational risk. The coordination of the program was slmred by 
several NEON entities including HR, EHS, and Finance. The panel recommended that 
tire administration of the program be trairsferred to EHS with a dedicated FTE. 

There was a concern that the specific tasks for tire transition between;Construction and 
operation felt nebulous as tliere was no single document d«^ribing the plan. The panel 
recommended a flowchart that described the Dom^^^^^^skning Process to include 
key acceptance points by Operations, QA, and thfecypel^^munitv. 



NEON Final Design Review:i« 

NSF convened a panel in November 2009 "to forrqall^^Aine the NEON engineering design, 
budget, schedule and PEP and to advise NSF on tiieiisumuency of the FDR and make 
recommendations regarding any areas where insufficiencies are identified. The panel conducted 
an expert assessment of project management through this stage of development as well as the 
plans for construction, commissioning and eventual operation of the network." The paneTs 
observations and comments included: 

• The NEON manage^^tSrgani^tional structure is impressive with excellent staff and 
project management^^^ro*^stems in place, giving the panel a high level of 
confidence that NEON vSte ready to start construction. 

• The panel noted'that the project was ready to receive construction funds but stressed 

that bridge was essential to completing all goals prior to construction. In 

particular; th^u^osed total project construction cost was credibly defined, accounted 
for all elements of cost, was based on reasonable assumptions and was adequate to 
eqmplete the NEON project. 

• > The' papel agreed that it was reasonable to expect the NEON project to be implemented 

on schedule based on a review of the overall project schedule and (he schedules for the 
sud5componen(s. However, the risk-bcised contingency for schedule delays and economic 


Text extracted verbatim from the Final Design Review Report. 
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volatility should be increased to ensure that there was adequate funding to deliver the 
entire proposed scope. 

• neon's plans from FDR are well documented and robust, and are sufficient to bring 
them to the construction phase. The project management processes were fully defined 
and mostly developed, though some protocols called for in the plans were still in 
progress. 

• The processes for transitioning from construction to operations needed to be clarified. In 
particular, the positions, roles and responsibilities of staff moving from construction to 
operations activities were unclear. 

• Although the preliminary operations plan was a good step in guiding NSB.plarUiing in 

incorporating operations costs into future budget requests, it needed farther, ;>■ 
development. ^ t ' 

• Due to file current NSF approval thresholds on subcontracts could create a bottleneck 
for the project, and result in schedule delays. The panel suggestediUnat NEON reach 
closure with NSF on the strategy of using an Accfuisihon P/an as the vehicle for securing 
approval of multiple contracts. 

• While the cyberinfrastructure team did an excellent job of translating NEON scientific 
requirements into a coherent plan for development of a cyberinfrastructure capable of 
storing sensor measurements, managing NECy^^sets, and preserving NEON data for 
long term access, the panel was concerned th^^fact tliat the team selected high-end 
products that nominally met requirements conS^d to pull focus away from a detailed 
assessment of die configuration and integration tasks that will be required to realize 
their functionality in practice. 

\ ■ I 

NEON, Inc. Procurement and Subaward Review:’^ 

NSF conducted a review of in February 2009 to "review and assess activities related to 

the procurement of supplies^ n^ fe^ expendable property, equipment and other services with 
Federal funds." The review wa^^uested by NEON, Inc. as it sought to increase its NSF 
approval threshold for large pro^ements and subawards from $100K to $250K. The reviewer 
focused on whedier NEON, Inc. had "a purchasing system diat includes prescribed written 
policies and procedures, ensures that procurements are conducted competitively, and maintains 
files or detailed records documenting the basis of all procurements and purchases." The 
reviewer found tiiiat NEON, Inc.'s Procurement Manual contained all appropriate flowdown 
provisions for contracts and was in compliance with both OMB Circulars and NSF Policies. 
Eight procurement files were reviewed and were generally found to be in compliance with the 
Procurement Manual. The only exception was a file that was missing the sole-source justification 
form and explanation for a large procurement. However, NEON, Inc. explained that this 
document was maintained in a separate file due to the importance of the procurement. The 


Text extracted verbatim from the NEON, Inc. Procurement and Siihaward Revieiv Report. 
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reviewer recommended tliat NSF amend the cooperative agreement to increase tlie threshold to 
$250K. 

NSF Office of Inspector General (OIG) Audit:^® 

No reviews/records identified during BSR team research. 

NSF Award Monitoring and Business Assistance Program (AMBAP) Desk Review:” 

No reviews/ records identified during BSR team research. 

NSF Property and Equipment Inventory:^® ^ ' 

No reviews/records identified during BSR team research. I 

McBride, Locke & Associates Federal Financial Reports (FFR)/Federal OtshiTransactions 
Review (FCTR):^! 

No reviews/records identified during BSR team research. 

Other External Audits/Reviews 

NEON Indirect Cost Review Report, March 2010:22 
The review was requested by the NEON Chief Operating Officer and Project Director. The 
charge of the panel was to assess tlie maturity of the or^uzational structure, review tlie 
current budget estimates and provide feedback to th<^3^ regarding the validity of indirect 
costs. The panel was generally impressed with NEOF^^^dgets, policies and procedures. It 
was suggested tliat NEON re-examine the approved future staffing plan, fringe benefits and 
legal, audit and insurance costs. " 

NEON, Inc. Financial Statement and FY 2010. A-133 Audit: 

Anton Collins Mitchell, LLP ^^^cted an'audit of NEON, Inc.'s consolidated financial 
statements for tlie year end^^e^tember SO, 2009, and assessed NEON, Inc.'s compliance with 
requirements of Office of and Budget (OMB) Circular A-133 for the year ended 

September 30, 2009. The Audit e^^ined Internal Control over financial reporting and major 
programs as well as compliance. The Audit reported no findings. 

i 


” BSR Team research of the NSF OIG website (www.nsf.gov/oig/ auditpubs.isp) as of 8/23/2011. 

” Confinuation from NSF DIAS AMBAP contact via email 8/23/2011. 

20 Contitmation from NSF DAS Property contact via email 11/19/2010. 

21 Confirmation from NSF DFM FFR Testing contact via email 8/23/2011. 

22 This review was provided to the NSF BSR team on 10/20/2011. Because it was not available for 
inclusion in the desk and site review activities and evaluation by the BSR SMEs, the results were not 
considered in the assessment. It is listed here to provide a complete listing of previous reviews and 
audits. 
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NEON, Inc. Financial Statement and FY 2009 A-133 Audit: 

Anton Collins Mitchell, LLP conducted an audit of NEON, Inc/s consolidated financial 
statements for the years ended September 30, 2009, and assessed NEON, Inc/s compliance with 
requirements of OMB Circular A-133 for the years ended September 30, 2009 and 2008. The 
Audit examined Internal Control over financial reporting and major programs as well as 
compliance. The Audit reported no findings. 


NEON, Inc. Financial Statement and FY 2008 A-133 Audit:^^ 

Watkins, Meegan, Drury & Company, L.L.C. conducted an audit of NEON, Inc.'s consolidated 
financial statements for the year ended September 30, 2008, and assessed NEON, Inc.'s 
compliance with requirements of Office of Management and Budget (OMB) Circular A-133jtor 
the year ended September 30, 2008. The Audit examined Internal Control over financial 
reporting and major programs as well as compliance. The Audit reported several fifidings, some 
of which are listed below: 

\ 

• Employee timesheets were not submitted in a timely manner. 


Lack of segregation of duties over the bank reconciliatioi 
Seven instances of drawdowns in excess of Federal exp«i 




d review process. 

'S were noted for the first 


three quarters. 

• No formalized accounting policies for subrecim^t monitoring. 

• Internal control processes such as reviews of CT Kgm l journal entries, payroll reports, and 
financial reports were taking place, but were not always documented. 

W* 

NEON management acknowledged the findings: and outlined various measures it had taken or 
would take to address them. On November.!?/ 2010, NSF in a letter to NEON, Inc. stated tliat 
the responses appeared to address the auditor's findings but that NSF would like to verify that 
written policies and procedtgl^^kd been developed to address the deficiencies. 


1 X 




• 0 # 




23 Text extracted verbatim 


Report Release Restriction: These reports are internal 'National Saernx Toundafion records and fteysre not to Ik released to ampnie outside of the NSF zi'itJmit 
adimrced approval the Urge Facilities Office, Office of Budget, Finance and AtoardManagenenl and/or the Legal Analyst in the Office of the General Counsel 
All information confaimd in titese reports must be trvakd as amfidenfial and are not to be used for putposes other than originally intended without prior 
conairrence as noted above. 


NEON, INC. /NEON BSR REPORT 


-16- 


FINAL REPORT 



156 



National Science Foundation 


Review Strategy 


3.0 REVIEW STRATEGY 

The outcome of broad scoping activities resulted in overarching guidance for the BSR. 

Wliile the team focused primarily on the business systems supporting NEON's construction 
activities, due to the planned overlap in activities between the two phases issues related to the 
awardee's plans for transition to operations and maintenance were also explored. Previous 
awards provided for early plamiing related to NEON were not included because the business 
systems at tliat time were considered sufficiently mature or not relevant to the current 
organization^^. Additionally, individual investigator awards which provide funding fca: 
technical research related to the use of the NEON Facility were also excluded^*^. Thes^wetis hot 
considered directly relevant to the BSR and administrative business systems associated-with 
construction and/or operations of the Facility. All active cooperative agreements (GAs), 
including the one for construction and management support, were considered^rpleyant for 
examination^' 28 . ' ;v 


A site visit was conducted at NEON Inc.'s Headquarters and included a tour of its 
Calibration/Validation and Sample Audit Laboratory. As noted previously, the majority of the 
staff providing administrative business support is curren,^ located at Headquarters. With little 
construction activities elsewhere, the team also visited th^^Steriing prototype site which 
provided opportunities to examine logistics planning and aspects related to interactions with 
administrative business support systems. 

In assessing tlie CFAs to be included in the BSR,, ife w^s^Selermined the evidence was 
insufficient to justify the full exclusion of any CFA. AS a result, all eight areas were included in 
the review, but adjustments were made to the methods or review and/or to the CFA-specific 
principles and practices of select CFAs. Details related to the principles and practices included 
in each CFA review plan were determined through additional scoping and the results are 
addressed in the Observatio^^^^tibn bf this report. The results of these scoping adjustments 
are summarized in Table 2. 



2* At the of publication of this report, construction of NEON is scheduled for completion in 2016. 

25 e.g , Drtr0436285, DBI-0715408, DBT0653461 

26 e.g.. 0223330, 0231798 

2T)BI-0735106, EF'0752017, EF-0808232, EF-0940226 

2* It was confirmed that the same administrative business systems used to support all NEON Inc. CAs 
and the ARRA-funded EF-0940226 award. The awardee's performance under EF-0940226 was excluded 
from the BSR as it was reviewed as part of a separate BIO Programmatic-led review. 
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Table 2. Methods of Review and Deviations from the BSR Guide 



1 noctional Area Desk Site 

Rc\iew ; Visit 

!>eviatio» 




Excluded a review of strategic planning, 
autonomous committees, records management, 
cybersecurity and physical security. 



✓ 

None 


/ 

✓ 

None 


t 


None 


-Y j 

✓ 

None 



X 

Included a limited review of discrimination 
and drug-free workpla^ plhTi,a^ focus 

on self-certification proce^l^sofecluded a 
review of compensationst^^^l^ 




None 




None 

denotes activity was conducted; * denotes activity was not conducted by SME I 
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4.0 INTRODUCTION OF CORE FUNCTIONAL AREAS REVIEWED 

As previously noted, the BSR reviews administrative busmess systems in eight CFAs. Each 
system is assessed against a set of Principles, outlined in the BSR Guide, which describe the 
general characteristics of sound management in a particular CFA. The discussions within the 
Observation sections of this report follow tiie CFAs and Principles as ordered in tlie outline 
below. 


CFA 1: General Management (GM) 

Principle 1: A management structure should be in place to carry out tlie general management ^ 
responsibilities for the Facility. 

Principle 2: A strategic planning system should be in place to set long-term goals as well as 
systems to measure, evaluate, and improve overall performance.# 

Principle 3: The Awardee should have a formal system for audit and oversighlTo ensure 
compliance with the award terms and conditions. 

Principle 4: Policies and procedures should be in place to address ethicaFstandards and 
regulatory compliance. 

Principle 5: Autonomous committees should be in place to provide advide, guidance and 
oversight for the Facility. 

Principle 6: Systems should be in place for Ihe managementof records. 

Principle 7: The Awardee should have systems in place to address other general management 
issues. 


CFA 2: Award Management (AM) 

Principle 1: A management structure should be in place to carry out the award management 
responsibilities for the Facility. ‘ ■ , v 

Principle 2: The Awardee should have a system in place to ensure compliance with the terms 
and conditions award. 

Principle 3; The Awardee policies and procedures in place for monitoring the 

performance of s^^S|*ients. 


CFA 3: Budget and Planning (BP) 

A manag^m^nt structure should be in place to carry out the budget planning 
functions for the Facility. 

There is a Systematic process for formulating operation budgets for the large 
Facility. 

Ah established process ensures that budgets are adjusted in response to changes 
^fecting the Facility. 

Processes are in place to address budgetary uncertainty. 

The Awardee should have a system in plac« to ensure compliance with the terms, 
conditions and specifications of Ihe award relevant to budget and planning. 


Principle 1: 
Principle 2: 
PjincipfeSt 

\ A 

Principled: 
Principle 5:' 
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CFA 4: Financial Management (FM) 

Principle 1: A management structure should be in place to carry out the functions of financial 
management 

Principle 2; The Awardee should have an adequate accounting system diat is compliant with 
applicable generally accepted cost principles (2 CFR 220, 2 CFR 230, FAR Part 31), 
administrative requirements (2 CFR 215), and internal policies and procedures. 

Principle 3: Systems should be in place to ensure that proper source supporting documentation 
is maintained for costs incurred under the NSF award. 

Principle 4: The Awardee should have a system in place to ensure compliance with thei©rn^, 
conditions and specifications of the award relevant to financial management. '' 

CFA 5: Financial Reporting (FR) 

Principle 1: A management structure should be in place to carry out the finaiKial reporting 
functions for the Facility. y ^ 

Principle 2: The Awardee should Irave adequate controls for preparing accurate and timely 
cash requests and Federal Financial Reports (FFR). A. > 

Principle 3: The Awardee should have an accurate cash manageijaenbprqcess. 

Principle 4: The organization should have a system in place for accurate and complete financial 
reporting through tlie FFR. 

Principle 5: The Awardee should have adequate controls in place for access to the FastLane 
Financial Functions . 

Principle 6: The Awardee should have a system in place to ensure compliance wifii the terms, 
conditions and specifications of the award for financial reporting. 

CFA 6: Human Resources (HR) ^ 

Principle 1: A management structure should be in place to carry out the human resources 
functions for the Facility. 

Principle 2: The Awardee sh^ild have mechanisms in place to ensure that no person is 
discriminated ba sed on race, color, national origin, sex or handicap. 

Principle 3: The Awardee sh^|ra n^^ mechanisms in place to maintain a drug-free workplace. 

Principle 4: The Awardee shoul^Tave a human capital or workforce plan in place to ensure its 
human resources are aligned to carry out its mission. 

Principle 5: The Awardee has policies and practices in place to provide safeguards to ensure 
that the institution complies with laws and regulations regarding recruitment, 
hiring and employment. 

CFA 7: Procmement (PR) 

Principle 1^' A management structure should be in place to carry out the procurement functions 
of the Facility. 

Principle 2: The Awardee should have adequate controls for procurement actions. 

Principle 3: The Awardee shall establish written procurement procedures in accordance witlr 2 
CFR 215.44 "Procurement Procedures." 
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Principle 4: Tlie Awardee should ensure that procurements are cost effective and have been 
competitively selected. 

Principle 5: Tlie Awardee should actively seek diverse resources for procuring and acquiring 
goods and services. 

Principle 6: Tl\e Awardee should a system in place for contract admiiustration to ensure 

contractor compliance with tfie terms, conditions and specifications of the contract 
and to ensure adequate and timely follow-up of all purchases. 

Principle 7: Appropriate flow-down provisions should be included in all procurements. 

Principle 8: The Awardee should have policies and procedures in place to address tlie specific 
requirements of the terms and conditions of the NSF cooperative agreement 
related to procurement and subawards. 




CFA 6: Property and Equipment (PE) 

Principle 1: A management structure should be in place to carry out the pro 
equipment functions of the Facility. 

Principle 2: The Awardee should have policies and procedures that comply with Federal 
regulations for acquisition of property and equipment. ^ 

Principle 3: The Awardee should have policies and procedures that comply with Federal 
regulations and requirements for the use and disposition, of property. 

Principle 4: The Awardee should have a system in place for securing and maintaining 
equipment purchased with Federal funds. 

Principle 5: The Awardee's inventory and recordke^^^oractices should be in compliance 
with Federal requirements and should be^^Pitained accurately in a property 
management or inventory system. 

Principle 6: The Awardee should have a system in place to ensure compliance with the terms, 
conditions and specifica^n^^^e award relevant to property management. 
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5.0 RESULTS 

Tlie business systems were evaluated according to the BSR Guide. This section summarizes the 
results of the NEON, Inc. BSR for all of the CFAs. The results are categorized as Areas of 
Concern, Areas for Improvement and Best Practices. Areas of Concern identify the areas that 
show business system deficiencies or noncompliance with Federal requirements. Addressing 
these areas is mandatory. The Areas for Improvement outline those actions that the reviewers 
believe, based on their experience and knowledge of applicable best practices, would improve 
die business systems in a particular CFA. Addressing the Areas for Improvement is optiohMi^^ 

Best Practices identify the business practices, procedures and policies that exceed the 

expectations for a proficient business system. 

The details of the observations supporting fixe results are outlined in Core Functional Area 
Reviews.^ t 

Areas of Concern include: ' 

^ ^ 

FR-1: Develop written procedures for minimizing the time between transfer of funds firom 

NSF and disbursement by NEON (i.c., 3-4 days). In accordance with the Uniform 
Administrative Requirements for Grants and Agreements with Institutions of Higher 
Education, Hospitals, and Other Non-Profit Organizations, Payment^i subsection, 
organizations operating on an advance basi^^st have written procedures to 
minimize the time between receipt of fundsB^^^ederal agencies and payments to 
vendors/payroll. NEON needs to strengthen ^sting procedures to address Federal 
regulations. 


FR-2: Develop policy guidance to identify, record, and report program income in accordance 

with the Uniform Administrative Requirements for Grants and Agreements with 
Institutions of Higli^^yucation, Hospitals, and Other Non-Profit Organizations, 
Program Income sftse cijpn. R ecipient orgtmizations are required to account for 
program income rel^m^to^ojects supported with federal funds. This process should 
be documented in the NEON policies and followed when reporting quarterly on tlie 
FFR. X*. 


''Cl 




29 The NSF PM may require that select/ all areas for improvement be addressed as part of the follow-up 
and monitoring process. 
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PE-1; A physical inventory should be conducted in accordance with the provisions of t the 

Uniform Administrative Requirements for Grants and Agreements with Institutions of 
Higher Education, Hospitals, and Odier Non-Profit Organizations, Equipment^^ The 
inventory should be conducted at least once every two years, with verification of 
existence and location of the equipment cis well as information on current condition 
and utilization. Inventory information should be reconciled with the accounting 
records. The PPM does not go into detail on the procedures or processes that should 
be followed for the reconciliation process nor is there any emphasis in the manual on 
the need to ensure that the inventory is updated promptly. This should be addr^^d. 


Areas for Improvement mclude: 




GM-1: Existing organizational charts and other materials used to depict/ describe the 

organizational structure supporting NEON should be clarified and address tlie 
various concerns related to clarity. 

GM-2: Alternate organizational structures should be explored, with special attention to the 
overall size of management and strategies used for integration across groups. 

GM-3: NEON, Inc. should revisit its plans for implementing an audit and oversight activity 
and accelerate the standup date. While the function-spedfic activities and training 
could continue to be managed in a distributi^^ashion, a consistent organizational- 
wide framework to govern operational protoc£)Ts should be coordinated and managed 
through a single group. This framework shoutcUnclude roles, responsibilities for 
ensuring continuous compliance, arid corresponding processes witli timelines. 

GM-4: Develop a process for individuajs to acknowledge NEON, hic.'s policies on ethics and 
standards of conduct and COlv Itsho.uld also explain how instances of noncompliance 
are tracked and reso le d and d)rhmunicated to other affected groups. The PPM 
should be expand^po^chinent these details, and staff should be trained. 

AM-1: Update NEON#- Inc., ^fcies, procedures, NEON Responsibility Matrix, and position 

descriptions to ensure s^regation of duties for award management. In particular the 
procedures ought to specify that one individual or group is responsible for compliance 
and a different individual or group is responsible for monitoring compliance. 

AM~2: Imple^^^^pdates to policies, procedures and PD and ensure they align with the 

^.‘^.xhanges TO^gregate duties. As an immediate first step the SRO's AM responsibilities 
^ould be immediately transferred from the PI to tlie SRO. 

' "O. 

AM-3: " Issue the individuals assigned to AM responsibilities to a FastLane user account 
and/or other authorizations and permissions to accomplish AM functions. 


32 2 CFR 215.34 {f)(3) 
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AM-4: Revisit and strengthen the current approach to assigning AM responsibilities such as 
the monitoring of award terms and conditions. The written procedures ought to 
implement a strategic approach to communication of award terms and conditions, 
amendments to those terms and conditions, and roles and responsibilities for 
compliance that includes all organizational stakeholders. 


AM-5: Ensure tliat the written procedures practices align with associated SRO's 
responsibilities. 


BP-1: 


BP-2: 


BP-3: 


BP-4: 


FM-1: 


Finance and PMCS should immediately examine alternative ways to account for labor 
actuals that would allow a more standard way of reporting EV. The NSF. requires ^ 
clear, concise EV reports that accurately reflect performance. 

The connection and communication between the Finance group and the PM^S group 
should be strengtliened. NEON, Inc. should investigate formal sfcrueturesifhat would 
facilitate routine interaction between these two groups. One appfoachmay be to hire a 
business manager to serve as a technical liaison between thetwo grbups. In the 
interim, these two groups should set routine meetings to colli^tively discuss issues 
related to budget data and revise joint solutions. ' & 

An organization-wide approach to compliance monitoring terms and conditions ought 
to be developed. If the procedures require fu nct ional groups such as PMCS, to be 
involved with monitoring then training provided to ensure that staff 

understand the associated expectations and rfegmisibilities. 

The year-end budget closeout process needs to be more fully documented. Existing 
documentation ought to more specify how and when variances, for example, 

are reconciled between the NEC^^A. accounting system and COBRA. 

Ensure that materia^^S^api^tiOhal charts and references in PDs, PPM, and the 
Accounting Mg?mgi ^re.&q siiSteht and aligned with roles and responsibilities of FM 
staff. Titles, terms, ai^&E)^uties should reflect current operating positions. The PPM 
and the Accounting Ma^il should be updated to ensure that references to the Finance 
Department and job titles of staff are consistently referred to throughout. 






FM-2: Priority should be given to completing the PPM and tlie audits sections of tlie 

Accounting Manual. Internal audit control mechanisms should be developed 
^documented and implemented checking basic internal control processes on a routine 
, ' %isi$. Furtiier basic protocols for handling external aiiditors should be developed and 
x,/fi¥fplemented immediately with all audits. 

FM-3: ft)licies, procedures and practices should be revised to ensure CFO participation and 

concurrence in all financial representations for NEON, Inc. This will provide for 
necessary checks and balances to the process. 
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FM-4: The CFO should organize support documentation related to \he development of the 

indirect cost rate identified in the cost proposal and include a narrative that clearly 
explains how the rate was developed. This should also include a justification to 
support file indirect cost recovery in the construction cost proposal should be 
documented. Further, all appropriate functional representatives should participate in 
discussions with the DCAA auditors. 


FM-S: Develop a policy and practice to address allowability of Employee Morale Costs. 

Written policies and procedures on employee morale should be included in fiie SFM 
and address the responsibilities of the new Employee's Activity (EA) group. Clear 
distinctions should be made between those EA sponsored activities fiiatare 
considered allowable and fiiose considered unallowable. All expenses associated' wifii 
these types of costs that have been incurred should be reviewed for allowability, 
allocability and reasonableness. Charges that would be considered ufjallowable in 
context of tlie new policy should be removed from the NSF award. Isnsure that the 
policy fully complies with the Cost Principles for Non-Profit ^gaifizations^^ and 
Employee Morale, Health and Welfare Costs^ and Entertainment Costs.^s 

FM-6: Review written protocols pertaining to support documentation and ensure fl'iat proper 

justification for expenses is required. Training should be provided to review the 
protocols and alignment of associated practices. . 

FR-3: Roles and responsibilities for all financial rg b rosg activities should be clearly 

identified in ^e PPM and the Accounting descriptions should reconcile 

against each otlier and correspond to the job titles for die respective position 
descriptions. 

FR-4: Procedures and detailed step-wise methodology used to develop cash requests and 

FFRs should be documented. 'Ihese should include information on specify the source 
of information used to calculate, the cash request amount and the FFR totals. 

FR-5: FastLanc procedures for assigning the FL users access and, in particular, the financial 

functions, should be developed and documented. Procedures should include 
delegated responsibilities in the absence of the CFO and address segregation of 
FastLane functions to ensure tliat conflicts of interest are avoided. 

HR-1: NEON,Tnc. should consider investigating other organizational structures for the 

iprovement of HR operations. There may otlier organization arrangements that are 
efficient and effective. 



2 CFR 230 

^ 2 CFR 230 Appendix B.13 
2 CFR 230 Appendix B.14 
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HR-2; NEON, Inc. should ensure that it addresses outstanding NSF-stated concerns and 
expectations related to the development of a succession plan, 

HR-3: HR should outline a strategy to deliver training courses on high risk issues to all 

NEON, Inc. staff with the initial focus on requued job functions and compliance 
concerns such as safety, travel and expense reporting, and procurement policy. 


HR-4: 


HR-5: 


HR-6: 


HR-7; 


HR-8: 


HR-9: 


HR-10: 


NEON, Inc. should develop written procedures to demonstrate and validate a 
sufficient process for self-certification of its compliance with discrimination agaijt)S|, 
persons based on race, color, national origin, sex, or handicap. Current practices are 
not structured and have resulted in select requirements not being addresseij. 

NEON, Inc, should develop written procedures to demonstrate and validate’ a ' ' 
sufficient process for self-certification of its compliance with drug-free policies. 

While NEON, Inc. are plarming strategies to manage their workforce; these are mostly 
short-term an informal in practice. More structured short and long-term workforce 
plarming should be developed and written. It should includea consistent approach to 
aligning the workforce witlr NEON's mission and^Hectives. 

The staffing strategy for operations has been del»^^^g,to changes in funding. 
NEON, Inc. should develop a model for more easiljWetermining staffing levels under 
different funding scenarios. This would ena^felR t^etter plan. 

The NEON, Inc. succession plan for C-level p^fflorxs should be completed and 
submitted to NSF as expected. 

The Performance Assessment Program should be completed, documented and 
executed as soon as possible, witlrin the next six months. Tliis is especially important 
given the growth in^l^during construction and need to mamtain and retention the 
organization. 


ir^l^durin 
tpen^tton an 


NEON, Inc.'s cdtapens^^on analysis should be reviewed to include market data from 
only not-for-pfdfit'qrganizations {e.g., academic institutions. Federal and State 
Govemmen^^id non-profits). NEON, Inc. should work with NSF Program to review 
tire resiilfcMd Jetfermine the appropriate next steps if excluding the "for profit" 
in significant differences to salary ranges. 

PR-1; ' IJ&C shou^develop a tracking process to ensure proper checks and balances are 

j^^ntained in practice as outlined in the PPM and PCGM. 

PR-2: Include all individuals with delegated authority to enter into lease agreements into tire 

Approval Authority matrix. 


PR-3: Conduct armual training sessions for P&C staff to reiterate the Standards of Conduct 

policy and the Conflict of Interest requirements. 
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PR-4: Given tlTe large amount of construction plcinned during the near future and the wealth 

of minority-owned firms and small business in the construction trades, NEON should 
revisit their five year goal and develop a plan to actively seek under-representative 
participation. 

PR-5: Develop desktop procedures for the review and approval process for all subcontract 

invoices to ensure that the contracted work effort is consistent with the criteria 
established in the contractual agreements. 

PR-6: Include all required flowdown provisions that are identified in the PPM and PGCM, x 

including the termination for convenience clause, as part of tlie Federal Regulatorv 
Flowdown References'^ section in the PCGM. 

PR-7: Ensure tliat practices and procedures outiined in the PPM and PGCM for subaward 

monitoring activities are followed. NEON has had limited opportuttity toiput these 
policies and procedures into practice but are encouraged to ensuf^ that these will be 
followed. For example, P&C should develop a form to collect information from 
subrecipiente' A-133s. 

PE-2: Internal operating procedures and PDs should iccurately-reflect the roles of staff 

performing the PE monitoring roles. Roles and responsibilities of property 
management staff should be clearly stated i n,ti^e PPM, consistent witli their position 
descriptions. Roles of the Logistics ManageCt^ Warehouse Supervisor, Property 
Specialist, and Domain Property Admimstral^g^th regard to inventory control and 
data management should be specified m the PPM. 

PE-3: Current operating procedures should be identified. The PPM should provide policies 

and procedures for staff on ciirrent operating practices for property management to 
ensure that appropriate practices ^re followed. 

PE-4: Develop a structui ^^ii^qu se- training program, including refresher training, for 

property custodians^MalTltaff involved in the various lifecycle stages of property 
management. The prog^n should include a focus on their responsibilities for 
personal property management, usage, and disposal. 

; 

PE-5: Develop a process to ensure that all proposed equipment purchases are screened 

against the <mrrent inventory list to ensure that the proposed asset is not readily 
_ available' within the institution prior to purchasing it Acknowledgement {i.e., check 
box) that the screening took place should be included in the PR statement. 


“PCGM Section] 
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PE-6: 


PE-7: 


PE-8: 


PE-9: 


PE-10: 


PE-11: 


Ensure that the property management system has the functionality to record warranty 
information and produce tlie required maintenance reports. This is an important 
component for management of property, particularly at remote sites, and NEON is 
encouraged to proceed quickly with this functionality implementation. 

Revise the Equipment disposition process in the PPM. Several items should be 
addressed: identify the personnel who are responsible for contacting an agency 
property manager when an item of GOE is considered excess, specify how income is 
treated as a result of a disposition or salvage, and explain Uie methods and processes 
for determining the conditions under which equipment could be transferred, sold, or i . 
loaned to another institution. a 

The Equipment Inventory Form should be revised. Guidance inshTictions should be 
developed on completing the form. The form indicates tliat the depar^enft'lhould 
submit completed forms to "A&FS Equipment Management" but this entity is not 
reflected on any of the organizational charts. > , ' 

Provide more detailed Iirstructions to staff for completing and submitting forms 
identified in Appendices of the PPM to ensure that the forms are completed correctly 
and are forwarded to the appropriate office for review (Appendix B - Capital Asset 
Disposal Forms, Capital Asset Donation/Scrap Forms, Capital Asset 
Disappearance/Theft forms. 




PE-12: 


PE-13 


Specific authority levels for the property: mar^g^ent database should be identified 
and documented. Qearly identify staff and authority levels to access, update, and 
change records in the Maximo prop&ty asset module to ensure that there is integrity 
of data. .i ■" 

\ ; , 'I 

Document the step-by- step' proiSedUires used to tag equipment and record the 
information into th^l^feimd nipdule. It is unclear from the review of the Property and 
Equipment Manag^ a^ fal^rview of the PPM, how equipment is tagged, ei^er at the 
warehouse or at the r^wte site. NEON, Inc. should ensure that all capital assets are 
recorded timely and accurately in tiie system. The procedures should include a 
standardized location to tag equipment to facilitate the inventory process. 

Consider utilizing GSAXcess to acquire excess government property which might be 
useful as the project moves into the construction phase. Participation in the program 
igWill conserve supply and equipment funds while supporting reutilization. 

Consider developing policies and procedures to document expenditures for 
^uipment charged to more than one funding source. During discussion, the CFO 
indicated that these procedures would be developed if the need arose to do so in the 
future. 
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Best Practices include: None identified. 








<# 


fb"" 


<X-y' 
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6.0 CORE FUNCTIONAL AREA REVIEWS 


6.1 General Management 


6.1.1 Scope 

This portion of the review included an assessment of the systems, policies and procedures in 
place related to general management that supports the key administrative business processes of 
tlie Awardee. The review evciluated items such as the organizational structure used to manage 
the Facility, the strategic planning process, performance measurement practices, internal 
controls and compliance assessments, regulatory and etlucal compliance procedures,ian«l otiier 
management issues. The review examined the governance of the Facility, management ■ 
reporting and records retention, information technology (IT) systems, cybersec, ijrity 
requirements, and communication and safety issues. The review also assessedjtwheiher the 
systems are consistent witli NSF expectations and are compliant with the tefii^'and conditions 
of the NSF award. ^ is 

The review was refined. Tlie principles and practices related to strategic planning, autonomous 
committees for advice, guidance and oversight, records management and other general 
management issues (e.g., cybersecurity and building security), were deluded to avoid 
duplication of effort.^^ These have been reviewed in programmatic reviews.^s 


It was determined that both a desk review and a site 


6.1.2 Sources and Methods 




ere necessary. 


Awardee Participants: T. Beasley, T. Sheldon 


The desk review involved « 
teleconference with Awarde 
during the site visit. Append 
during this review. %y 



ing the information provided by the Awardee and via 

Additional information was gathered through discussions 
C contain a list of supporting documentation gathered 


Principals 2, 5, 6, and 7 

^ As noted in the Previous Audits and Reviews Section of this report. 
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6.1.3 Observations 

I'KIM ll'M I \ MW \(.l \tl \] SIKLC‘ILKi:SII()LI M Ml 1\ Tl \( I KM \Nk^ Ul I 
I III (.1 \l K \l M W \(.l Ml M UhS|H>NSrHIIXfil'S|OK J Ml I \( 1MI> 

1M< \(. iK_H I.J. I lu' .\v\arclee should havt* a cleaHy defined fuanagementstruiMu re Ih.it Ik^s- 
diiet-L ivsponsibilily loi Uie nidiiagement functions su^xirting tlie Facility. 

The key stakeholders providing general management support to NEON, includes a NEON 
Board of Directors, a Chief Executive Officer (CEO), a series of Chief/ senior level (C-leveJ) 
positions including Chief Operating Officer (COO), Chief Financial Officer (CFO), Qiief Human 
Resources Officer (CHRO), NEON Project Manager and NEON Principle Investigator (PI). 

Other senior-level positions are on the staff, such as the Chief of Education and Public 
Engagement but their responsibilities specific to general management supf)orbis limited. 

The NEON, Inc. Organizational Charts^^ and its sub charts outline this organi^^onai§structure 
along with relative reporting lines and lines of autiiority. However, select asp^^ of the 
information and structural arrangement is ambiguous and possibly not optimal. Several 
examples follow: (1) the structure, with 8 Chiefs and 10 Directors, is flat and top heavy. There 
may be other organizational arrangements that are more efficient and effective. Tliese should be 
explored; (2) The NEON Board of Directors is shown at tlie top of the organizational chart but 
its authority and role is unclear {i.e., are they managing, advising:^ directing or all three?); (3) The 
representation of the management hierarchy of the C jave l positions suggests that the positions 
operate at the same level and witii equal levels of au^^^. As observed during the site visit 
interactions, the C-level positions and associated autnS^yg^ in practice do not appear to be 
equal; (4) the relationships between the NEON;. Iiic/positions and NEON project positions are 
unclear. Many individuals are listed in multiple places with more than one title and (5) there 
does not appear to be a formal entity responsible, for discussing teclmical and interface matters 
(i.e., Technical Board). While tliese example? mky not present a problem in current day-to-day 
operations, responsibilities aiT d^tr uctiires'should be clarified and documented in a project 
management plan and othe^le^nt documentation to mitigate potential future problems. 

PRACTICEl.2* Roles and duties-of sUff^Sibefs responsible lor general management ot the 
Facility should be clearly assigned and defi^l 

With the exception of the NEON Board of Directors, the roles and responsibilities of the staff are 
captured primarily in job descriptions. The NEON, Inc. Board of Directors Manual^ includes the 
Bylaws of NEON> Inc: and these outUne broad responsibilities associated with the governance. 
Whereaatmore details on the individual's positions are outlined in procedural documentation 
such as tl4 NEON, Inc. PPM and NEON, Inc. Salary Manual.*^ 


35 Dated 06/29/2011 

40 Version 1.4 

4^ Last updated 07/15/11 
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The organizational charts, PDs and procedural documentation are not always clear in defining 
or differentiating all aspects of staff roles and responsibilities. This may be one reason the day- 
to-day business practices do not always align. Staff members may not always be clear in 
expectations. 


PRACriGE 1.3. The Awardee should ha,^ training and devolopi aent processes and practices to 
address existing or anticipated skill or k^wledge gaps. • 

Currently NEON, Inc. does not have a strategic plan for staff training. However, they plag to, 
coordinate training and development on an organization-wide basis and witl\ the recent hiring 
of their Manager of Learning and Development they should be well-positioned to implemfnh 
In the interim period tlie C-level, including Directors define and oversee training needs for their 
respective groups.^^ 

In examining the to-date training records for C-level staff and m particular those responsible for 
GM support type, it appears that staff members are pursuing trainmg though it has been 
minimal and very narrow in scope. The NEON, Inc. training strategy oughfc to include training 
requirements for all staff including tliose providing broad GM sj^^rL The trainmg should 
ensure that staff members are prepared to fulfill their roles aftd ^^oftsibilities as senior 
managers. . , . - 


L’K]N(.U’LL2 \SjK\tKjK ll\NMiM.^\* 

J ONC- 1 hRM S, \S 1 1 1‘ \S sits t 1 1 

IMPBOX I ()VPK.\I r I’J RH «R\1 \V< I ‘ . 

This principle and associated practices were excluded from the review. 












PRACTICE 2.1, A sysfem should be in place for long-term planning for the large I'atility . 
This practice was excluded ®e review. 


I rev; 


PRACnO 2.2. The Awardee should have documented priKcduivs *o measure the 
pertormanve of vai lous busmess systems that support the large 1 acililv 

Tliis practice was excluded'from the review. 






■*2 The term group and department are used interchan^ably. 
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= ‘‘t L E :l 1=.' ^^-=•Vi2^ E ”Vf=‘Li4NCl^Tnni = T n kSiN WO 

PKAC'IU'I. 3.1. Jhf Awaitkv shoiilJ fuw a prop, rum in pluic lo ensure < onipii.imt^ with 

t«y,iiliiliM V i‘?siu's 

The NEON, Inc. Policies and Procedures Manual (PPM) is tlie primary mechanism by which 
policies and procedures related to compliance are communicated to staff. Across each of the 
CFAs and as discussed in the respective subsequent sections^, CFA-specific procedural 
information exists and outlines additional processes that ensure compliant practices Q.g., PPM, 
Employee Handbook etc.). However there is no centralized or coordinated process for ii&nti^mg 
instances where staff, policies and/or procedures are non-compliant (e.g., staff eertiHcations). 
Further there are no procedures to explain how d\ey will be tracked and addressediaiid in a 
timely fashion. At the current time most compliance related matters are identifiedby and 
managed differently by each of the functional area groups (e.g., Human ReSOurce Department 
address HR matters). -> 1 ^ 

PRACTICE 3,2. The Awardee should have written frolicieS'ahd procedures to address the 
conduct of the external independent audit and the internal audit responsibiHties 

The Conduct of the External Audit*^ and Internal Au^vJ^rogram^n sections of the PPM provide 
guidance regarding the selection of an independent audit firm, the execution of the 

annual A-133 Single Audit, and to outline the scope, i^aaBzation, and planning of internal 
audit activities. The descriptions, as currently presented, address general points including 
coordination, routine scheduling and independence but they do not address critical areas or 
process related to noncompliance (e.g., nofafying the NSF Inspector General where there is 
credible evidence of a false claim or misconduct involving use of Federal funds). Further die 
procedures do not provide exo^t detail^ on process for those that will be responsible for 
carrying out the functions, ’^bs e^il l be heeded to ensure consistency and completeness. 
Finally the proposed date for^^^Sntation is FY-12 as noted in the PPM and NEON, Inc. 
Mid-Term Business Plan. This tirn^^e for standup is inadequate and consideration should be 
given to a phased approach that recognizes the workload while still enabling the organization 



PPM Section 3.9.3 
^ PPM Section 3.9.4 
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The NEON, Inc. PPM includes an Ethics and Standards of Conduct section.^ As written the 
purpose of tiiis section "...to define the standards expected of employees, visitors, partners and 
representatives..." The Manual covers the topics of proprietary information, gifts, gratuitieSsand 
business courtesies, accepting business courtesies, meals, refreshments and entertainment^ gifts, 
accurate books and records and disclosure, media inquiries and accountability. As statedin the 
PPM, staff, visitors and partners are expected to be knowledgeable of and adhere to the 
Organization's standards of ethics and conduct However, in practice NEON, does not 
maintain a formal process for staff to acknowledge receipt of the standard^ pffcnduct policies 
and procedures. 

PRACTICE 4.2. The Awardee should have Conflict of Interest (GOI) policies and procedures. 

The Conflict of Interest sectioid^ of the NEON, Inc. PPM, describes die Organization's COI policy 
and states, "The purpose of the NEON, Inc. policy on CGl is to protect NEON, Inc. from 
transactions, arrangements or relationships of any Interested- Person (defined below) tihat would 
constitute a COI. The COI policy is preventative in it^j^nt to protect tine objectivity and 
credibility of NEON, Inc. and its tax-exempt status." f 


xs 


As currently presented the policy is a good start, providing definitions and expectations for use 
"Research Activities" and "Use of NEON Assets" and basic notes on staff roles, tracking and 
violations. For example, it states that^ll employees must complete an Acknowledgement and 
Disclosure upon hire and update this actoowlddgement annually. NEON employees must 
immediately notify the CEO mattewWiat may result in real or perceived conflicts of 
interest by submitting a Coi^fct ® Interest Statement." 



Additional details on all isfues nh^gt be fleshed-out and outlined in writing, if HR is responsible 
for collecting the COI d^urhentation, this should be incorporated into tlie PPM along with tlie 
process for notifying, the, CEO (e.g.. Should it be done in writing or orally? What Information 
should be provided to till CEO?). 


bi cfflaam 

This pffciplirand associated practices were excluded from the review. 


I'KIM II I I -.A 
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PPM Section 1.1.4 
46 ppfvl Section 1.1.3. 
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Tliis practice was excluded from the review. 



This principle and associated practices were excluded from the review. 


PRACTIC.!: 5.J. He. ord n len 
requirements ut CIK 215.51. 


This principle and associated practices were excluded from the review. 


PRACTICE 7.1.'Policies and procedures that support JJje 


address cybersecurity and IT issues. 


This practice was excluded from the review. 



RepoTt Rekax Resfridion: Tltese are internal Nalioml Science Foundation records and tfiey are not to be released fo anj/one ou fsirft? o/th’. N5F witSwut 
advanced approxml by the l^rge facilities Office, Office of Bud^t, Finance and Award Managpuartl and/or tlv U'gal Analyst in lire Office of tlie General Counsel 
All m/onm7fiOTt contained in these reports must be treated a$ confidential and are not to be usedforfrurposes other than orighmlly infended without prior 
conairrcnce as noted aivve. 


NEON, INC. / NEON BSR REPORT 


-35- 


FINAL REPORT 





175 



National Science Foundation 


General Management 


GM-3: NEON, Inc. should revisit its plans for implementing an audit and oversight activity 
and accelerate the standup date. While the function-specific activities and training 
could continue to be managed in a distributed fashion, a consistent organizational- 
wide framework to govern operational protocols should be coordinated and managed 
through a single group. This framework should include roles, responsibilities for 
ensuring continuous complicince, and corresponding processes with timelines. 

GM-4: Develop a process for individuals to acknowledge NEON, Inc.'s policies on ethics and 
standards of conduct and COI. It should also explain how instances of noncomphance 
are tracked and resolved and communicated to other affected groups. The PPM 
should be expanded to document these details, and staff should be tramed. 
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6.2 Award Management 


6.2.1 Scope 


This portion of the review included an assessment of the award management administrative 
business systems supporting the large Facility and the organizational structure in place to 
support these functions. The review evaluated tirese systems to confirm that prescribed written 
pohcies and procedures are incorporated into the Facility's practices, internal controls are in 
place, and the systems are capable of supporting the Facility. The scope also encompassed^^ 
assessment of whether or not the systems of tiiis core functional area are consistent with l^SF \ 
expectations and are compliant with the terms and conditions of the NSF award. 


It was determined that both a desk review and a site visit were necessary..# 
6.Z2 Sources and Methods 

• Awardee Participants: L. Anderson, T. Beasley, and X. Sheldon ' ■ 


The review was not refined. 


The desk review involved assessing the information provided by the Awardee and the 
information obtained via teleconference with Awardeesteff. Additional information was 
gathered through discussions during the site visit. A^^pdices B and C contain a list of 
supporting documentation gathered during the scnpe^jms review. 


6.2.3 Observations 



l-I \( I lt)( \KR> (H I 

\ciiri\ 


PRACTICE 1.1. The Awardee should have a clearly deij^dinanagemcnt structum that has 
direct responsibility for the award management funchnn^suppnrMin; tin I u ili 

The NEON, Inc. Orgamzaiional Qiarts*^, NEON, Inc. Policies and Procedures Manual (PPM) and Key 
Personnel document outlines a structure with designated positions and specified individuals 
responsible for award management (AM) support for NEON. As noted in the PPM, these 
positions include the PI who has primary responsibility tor providing the AM support, tire 
Director of Procurement and Contracts (P&C) who is designated as the sponsored research 
office head and the CEO who has the final authority on the SRO activities. 

In comparing the current organizational structure and activities with Brat outlined in the PPM, 
it was noted that the practices are not consistent with the published PPM policies and 
procedures. The majority of the AM responsibilities are being carried-out by the NEON PI who 


« Dated 6/29/2011 


Report Rcleax Restriction: Thex reports are internal National Sdena Fmndatkm records and they aiv mt to hi released to anyone outside oftlie NSF without 
advanced approval by (he Large Facilities Office, Office o/Bndget, Finima and Aivard Mana^mif am^ the legal Analyst in the Office of the General Counsel. 
All information rontained in th’se reports must bt‘ treated as confiiienlial and are not to be uxd for purposes other than originally intended 'without prior 
conainence as noted above. 


NEON, INC. / NEON BSR REPORT 


-37- 


FINAL REPORT 



177 



Naiional Science Foundation 


Award Management 


also holds multiple roles as CCXD, NEON Project Manager (PM), and SRO. This approach to 
structuring support for AM is problematic because it results in no clear separation of duties. 
Further, with such a breadth and significant number of responsibilities this has provided 
limited attention to SRO duties and has resulted in select tasks not arriving at completion. 
NEON, Inc. acknowledged that its current practice of the PI carrying-out select AM 
responsibilities has resulted in some actions being taken without a "second set of eyes," which 
would allow for cross-check or approval {e.g., submitting requests to NSF and approving). 

I*RAC T ICI: 1.2. RoK-s amt iluties of staff members responsible for award man.igiMiicnl ol liu* 
I'acilily awanls should bo cIcMrly assigned and defined. ’ 

The roles and responsibilities for staff providing AM support are outlined in the NEON, Inc.'s 
PPM and staff position descriptions (PD), The PPM describes the PTs role as "^^primary 
responsibility for the scientific integrity, fiscal and administrative management of the award." 
More specifically, in the Award Management section^ of PPM, it states that "award 
management activities for which the PI is primarily responsible include: award acceptance and 
communication; notification of key personnel changes; control manag(?mont for award budget, 
scope, schedule, execution changes; monitoring programmatic r^earch terms and conditions; 
monitoring financial terms and conditions; monitoring special teraas and conditions; 
postdoctoral mentoring program compliance, ARRA management; and award sponsored- 
required, special, and programmatic ARRA reporting." 

The Award Management section^^ of PPM states than^^jRO has primary responsibility for 
corporate FastLane management, coordination of^ar^^d agreements, assessment of 
statutory and regulatoiy compliance, transfer issues arid NSF website monitoring." 

Within the corresponding PDs for the CEO, PI and Director of P&C there are limited references 
to AM support. The CEO's PD is ve^ limited and states that the position "requires business 
acumen." Wliile this could l^^S^cted because CEO does not have a significant role in 
executing the AM support f^cti prs^ ad ditional detail would be helpful to assist staff in 
understanding the individual^Cd^ecific role and responsibility. Similarly, the Pi's PD is 
also limited with AM support resftonsibilities not formally descril^d even tliough he has 
responsibility for award management. The Director of P&C's PD describes limited 
responsibilities for award management which include subaward monitoring, award 

budget/ scope/ schedule/execution changes, and monitoring financial terms and conditions. 

■ 

Givei^p^paucity of information in the PDs and the multiple roles held by the PI the lines of 
3utl^0t^^dr responsibility for AM support do not appear to have always been well 


^ PPM Section 4.2 
Ibid 
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understood by or always well-coordinated amongst the staff.^o The PPM states that the "SRO 
will periodically review the PI roles and responsibilities for all awards, and may reassign them 
to otlier parties on a temporary or permanent basis." Discussions with NEON, Inc. note that 
management has decided to transition select AM roles and responsibilities from the PI to the 
SRO. Even though tire PI has been working vdth the Director of P&C {i.e., SRO) tlie transitioning 
of more responsibilities has been slow and not yet fully implemented, and this periodic review 
has not yet been undertaken formally. The limited progress on ihis transition is largely due to 
numerous workload demands on the PI but further demonstrates the importance of aligning 
AM support duties with the PPM and segregating the award management duties to other itcm- 
PI designated position. The current organizational structure under Accounting, Finance and \ 
Logistics provides flexibility and should enable them to absorb the SRO functions oudinediW 
the NEON Responsibility Matrix.^^ Distribution of the AM functions to other stakeholders will 
facilitate the segregation of duties and ensure full compliance with award terms and conditions. 
The functions associated with the role of a SRO are critical for effective and compliant award 
management of the NEON project award. , > m . 

Another example of an issue related to management of FastLane (FL) info^ation is the 
responsibility of the SRO. NEON, Inc. FastLane User Accounts and^PermisstmS'’^ shows that the 
SRO does not have an account. During the BSR site visit it w^ confirmed that just recently and 
prior to the visit the SRO was provided with a FL account. 

The ARRA-specific Activities section of the PPM^^ st^^^^at "Finance and Accounting (F&A) is 
responsible for the financial reporting requirements/'^ ^vU nd the general teclinical and 
administrative reporting requirements, which are flo^eoaown by NSF in the Cooperative 
Agreement Financial and Administrative Terms and Conditions (CA-FATC), there are no 
additional teclmical and administrative reporting requirements on the ARRA awards. These are 
discussed within the Financial Reporting Action of ^is report. NEON, Inc. procedures for 
executing the programmatic reporting for ARRA requirements are addressed in the PPM.^^ 


PRACTICE 1.3.The Awarde^.§tionId ensure that award management stall mombeis locene 
continuing educational opportunities to aUow them to successfully manage Fedeial aw ards 

The NEON, Inc. Award Management Environment and Expectations section of the PPM^^ 
Iiighlights a requirement for staff to have award management traiiung. However, the type and 
frequency of th^saming are not currently defined. In examining the training list for the staff 


^ NB01^, %c. shared a^email, dated May 21, 2011, which discussed a proposed meeting on the proposed 
Invitees included the CFO, Director of P&C, Chief of Human Resources and the 
Director^ the Project Control and Management System. 

PPM Sec&>n 4.2.5 (Exhibit A) 

52 PPM Exhibit B 
55 PPM Section 4.3 
5^ PPM Section 4.3.2 
55 PPM Section 4.2.2 


Rt’ixirt Release Restriction: These reporis are inlerml Natioml Science Foundafhn records mtdihet/are ml h h ndeased to undone ouisuie of the NSF xoithout 
adiwiced approval In/ the Large Fiidlities Office, Office of Budget, Fmantxand Award Mana^ment ani/or the Legal Analyst in llte. Office of the General Counsel. 
All hiJbrmatioTi contained in these reports must be treated as confidential and are not to he usedpr purposes otiter than originalbf intended udlhout prior 
concutrence as noted alviv. 


NEON, Inc. /neon BSR REPORT 


-39- 


FINAL REPORT 



179 





providing AM support {i.e., CEO, PI and Director of P&C), it showed that the Director of P&C 
has taken training related to management of grants. His history of coursework covered various 
statutory and regulatory requirements related to AM, including relevant OMB Circulars and 
included classes such as Managing Federal Grants and Cooperative Agreements (CAs) and 
Business Management Systems for Grant Recipients. None of the other individuals with AM 
responsibilities, including the CEO and PI have taken training related to the AM-support 
responsibilities. 


.'•Vt S 3hi V 5 * ? 4''V.f * ^ U 

i' ^ (itj vJ ^ .ik? '.s' ^ 


w should have cslablLshod prcx^dures to moniUM* omph 
tlu* I'cdtTiil regulations and the terms and am 

NEON, Inc.'s related policies and implemented practices on these compliance matters are 
documented in the PPM sections. Award Management Activities, Monitoring Programmatic 
Terms and Conditions'^ and Monitoring Special Terms and Conditions.57 As described, each 
department^ is envisioned to have a set of compliance matters toexecute-and monitor. 
Historically, information on the awards, modifications, and T/Cs are disseminated to 
administrative and programmatic staff members by the PI. He has fon\'arded copies of the 
award documents to relevant staff.^^ This practice is not aligned with the procedures outlined in 
the Award Management Activities section of M^^h notes tl\at an award summary 

template should be in place to annually communicatMire award T/Cs to the Pis and other 
relevant staff. The Director of P&C (SRO) recently dev^f^d the template but it has yet to be 
used in a routine manner. Further and most recently the PI has been completing many of tlie 
AM activities eliminating the benefit of anafer-'set of eyes." NEON, Inc. should continue is 
work on the Award Management Checklft ^4 

The staff providing AM supp^^ generally familiar with the award requirements and have 
developed sufficient procedwe s ftaci dress the requirements, though on occasion several 
existing AM policies and procSi^rSNfi&ve been missed. A broad survey revealed that, for 
example, NEON, Inc. has, follow!^ their policy requiring an independent auditor for yearly A-* 
133 audits. Fiscal year auditsior 2008, 2009 and 2010 were performed in a timely manner. 
Similarly NEON, Inc. has adeijuately addressed the article related to copyrightable materials 
and patent rights?’! and in particular with respect to property procedures by NEON, Inc. 


36PPM^W2.4(C) (8) 

5^ PPM s^tion 4.2.4 (C) (10) 

^ The term%roup and department are used interchangeably. 

59 Example provided by NEON, Inc. included the Airborne Imaging Spectrometer, Spectrometer 
Algorithm Development and Spectrometer Components EF-0940226 award. 

“ PPM Section 4.2.4 
Article 21 
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employees in the Intellectual Property section of the PPMA^ The article related to sharing of 
findings, data and other research products^ has also been fulfilled. However NEON, Inc. does 
not yet have a policy related to publications and addressing proper disclaimers. Additionally, 
tliere are no policies or procedures to address animal welfare, patent rights, and human 
research subjects. While the current award T/Cs do not apply to the work currently being 
performed, as NEON moves from construction into operations these may be applicable. The 
Director of P&Cs (SRO) is encouraged to continue work on developing procedures to address 
this and other issues. In particular he is encouraged to begin using the award summary 
document. In addition to improving their awareness the staff also needs to ensure that theif' b 
practices align with written policies and procedures. For example, NEON, Inc. coasislentlv 
acknowledges NSF support in its web-based materials but often fails to incl ude the C A numix'r 
and disclaimer. 

PRACTICE 2.2, The Awardee should have procedures to implement the Federal expanded 
authorities as provided in 2 CFR 215.25. , ^ 

As it relates to prior approvals NSF requires it for changes in scope, key petsoraiel, long term 
absences of the PI, requests for additional funding, transfer of fujids for j^rticipant support, 
and subaward activities of over $250K. Under NSF policies and procedures for cooperative 
agreements, NSF waives prior approval for pre-award costs l^?than 90 calendar days, one- 
time no-cost extension of up to 12 montlis, and carry forwardof unobligated award balances. 

The Award Management Activities section of the PP^jp^ntifies procedures for expanded 
authorities for scope changes, no-cost extensions, clrang^in budget and personnel, and 
procurements and contracts. This section also identifies that the primary responsibility of 
submitting prior approval request is the responsibility of the PI and F&A after internal 
approvals have been granted from the SRO,- ‘ ^ 

The examination of NEON, Inc.'s activities on matters related to expanded authorities and 
alignment with their written procedures revealed inconsistent practices. For example, of the five 
changes to key personnel that have occurred, three did not receive concurrence by the cognizant 
NSF Program Officer, even though it is required.^ On the other-hand NEON, Inc. has 
submitted requests for rearrangements or alterations over $25K subaward approval, and 
significant changes as required by the terms and conditions of the agreement. 



PPM Section 1.5.4 
Article 43 

^ PPM Section 4.2.4 

One example occurred with the Airborne Observation Mana^r position. 
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PKAC 'J l( I' 2.3. I fiu AwtirJt’e sfuuilJ liiwo t\ svslt'iii in pldt t* lo inistiri'^ Jcliwn i^t 

n qmn <1 rr|'f'rl‘. .md otiu r ik'livvmMos. 

The PPM addresses award reporting and states that the PI is responsible for putting processes 
in place to meet all sponsor reporting requirements including special reporting. Financial 
reporting and FFR preparation are the responsibility of F&A. Indirect cost function reporting 
responsibility is the responsibility of the CEO, all relevant departments, and F&A. To keep track 
of die various reporting requirements the PI maintains a matrix of monthly and annual 
reporting requirements, and sends to the Departments a data request for the reports on the 4* 
or 5* of the month. The PI compiles the responses and submits to NSF. 

A variety of reports and deliverables are required by the cooperative agreements. The majority 
of the annual reports and deliverables have been submitted in a timely fashion^in the format 
required by NSF. Four annual reports were approximately tluee weeks late but thedSJSF 
Program Officer was informed and concurred with the reported extenuating circumstances that 
led to the late delivery. Timely ARRA reports have been submitted to the.FederalReporting.gov 
website for performance under CA^ funded with ARRA monies. Additional- details on ARRA 
compliance are provided in the Financial Management section of. thi^ report. 



LIU KISIOK 
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P1<.\CTICF 1.1. S\ ■stems should tie iii jilan' tor adequate post-award monitoring of subawards. 

Direction is provided to staff in the Procurements and Gontracts^^ section of the PPM to ensure 
that actions are taken to monitor subawardees compliance with the NSF terms and conditions 
(Procurement, Award Management, and Subaward Management).^® Procedures implementing 
these policies are identified in the Subaward Management®^ section of the Procurement and 
Contracts Guidance Manual Clear distinction is made between oversight responsibilities 

for subawards vs. procuren^t a^d contracts. Determination of the appropriate agreement 
mechanism is made by P&C^^^^^Sithe criteria established in the Subaward Management^ 
and the Post Award Contract iV^^gement^^ sections of the PCGM. To date, NEON, Inc, has 
issued only one subaward to Science and Engineering Associates (SEA) for $10 million and has 
maintained proper j| 0 'V^down provisions. 


P&C staff VN 
relationship.^' Pofe 



technical directors to develop the terms of the subrecipient 
risks associated with the subaward are identified by P&C staff using the 


^^EF-0940226 ^ 

PPM Section 4 

PPM Sections 4.1, 4.2, and 4.4 
PCGM Section D 
™ Ibid 

PCGM Section H 
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form found in the High Risks Subaward Analysis^^ appendix in the PPM7^ Prior to granting 
certain subawards, NEON will assess tlie potential subrecipient's organizational and financial 
status and internal controls as well as the terms of the proposed subaward agreement and will 
establish conditions for the subaward consistent with the level of risk. Prior A-133 reports are 
reviewed to ensure that there is no compliance findings listed and a management plan is in 
place to correct deficiencies. The draft agreement prepared by P&C would include any special 
terms and conditions to address these risks as well as the general NEON tenns and conditions 
in the PPM that contain the appropriate flow-down provisions for subawards required by the 
NSF terms and conditions. 

Once die award is issued, the Director of P&C has the primarily responsibility for performing 
monitoring activities through reporting and regular contact with their subrecipients.'Policies are 
in place to ensure adequacy of the post award monitoring process. Fiscal ^nd technical ^ 
reporting requirements are monitored and the Post-Subaward Monitoring"*.seet;ioiTin the PPM 
and in the Subaward Management^ section of the PCGM, prescribe how. this iSTO be done. 
Current NEON operating procedures require the subawardee widi awards greater than $250K 
to report amiually on the results of their A-133 audits. However, tlie government standard has 
been changed to $500K which should be reflected in the policy". P&C is expected to send a form 
annually to die subrecipients to obtain this information although diis form is not yet available. 
As discussed during the BSR site visit, P&C staff will notify the CFO, COO, and teclinical 
director if any findings are reported and will proceed will any remedial action necessary. 

Specific subaccounts were established for ARRA funm ^^ sure that these costs were properly 
segregated consistent with the requirements ofi^kARRAterms and conditions. The sample 
review of the ARRA expenditures confirmed lidjSerdn^e to this requirement 

neon's subawardee closeout policy and procedures are mentioned in the PPM Award 
Closeout section.^® In accordance with the terms of the subaward, the subrecipient may be 
required to submit documen^^ depending on their A-133 status. "If the subrecipient is an A- 
133 entity, it will be require&oiAi qate tlie status of its most recent A-133 audit and the results 
thereof, indicating any reportac^^onditions or qualifications relating to the subrecipienF s 
internal controls, noncompliance with laws and regulations, inclusion of costs or other 
reportable audit findings that may affect NEON'S award. If the subrecipient is a non-A‘133 
entity, it will be required- to provide a copy of its latest annual financial report, including the 
latest audited financial statements and auditors' management letter." The Director of P&C and 
the PR department are responsible for executing and monitoring subawards. The additional 
closeout documentation is maintained in the subaward file, and the retention and retirement of 


PPM Appendix L 

73 Ihid 

74 PPM Section 4.4.4 
73 PCGM Section D 

76 PPM Section 4.4.4 (D) 
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these records (hardcopies and electronic files)^ are maintained in accordance witli NEON's 

record retention policy-^s 

6.2,4 Results 

Areas of Concern : None identified. 

Areas for Improvement include: 

AM-1: Update NEON, Inc., policies, procedures, NEON Responsibility Matrix, and positiort v 
descriptions to ensure segregation of duties for award management. In particular the 
procedures ought to specify that one individual or group is responsible for compliance 
and a different mdividual or group is responsible for monitoring compliance.)^ 

AM-2: Implement updates to policies, procedures and PD and ensure they align with, the 

changes to segregate duties. As an immediate first step the SRO's' AM responsibilities 
should be immediately transferred from the PI to the SRO. 

AM-3: Issue the individuals assigned to AM responsibilities to a EastLane user account 
and/or other authorizations and permissions to accomplish AM functions. 

AM-4: Revisit and strengthen the current approach to assigning AM responsibilities such as 
the monitoring of award terms and conditidSs^he written procedures ought to 
implement a strategic approach to communig feA of award terms and conditions, 
amendments to those terms and conditions, anoroles and responsibilities for 
compliance that includes all organizational stakeholders. 

AM-5: Ensure that the written procedures practices align with associated SRO's 



^ NEON BSR Teleconference Meeting Minutes for Procurement on June 28, 2011 
PPM Section 4.2.4 
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6.3 Budget and Planning 


6.3.1 Scope 

This portion of Ifie review included an analysis of the budget and planning administrative 
business systems that support the Large Facility. The review examined the management 
structure to determine whether the budget and planning functions align with the Facility 
objectives. The scope included an analysis of the Facility's budget and expenditures to 
determine whether budgets are adjusted to respond to changing realities. The review evaluated 
these systems to confirm that prescribed written policies and procedures are incorporated> 
internal controls are in place, and the systems are capable of supporting the Facility. The scope 
also encompassed an assessment of whedier the systems of this core functional area are 
consistent with NSF expectations and are compliant with the terms and condition^ of tiie NSF 
award. ^ ; , , 

The review was not refined. 

It was determined that a desk review and site visit were neces! 

6.3.2 Sources and Methods 
• Awardee Participants: J. Ryan, T. Sheldon, and 

The desk review involved assessing the information ^S ^ ed by the Awardee and the 
information obtained via teleconference with Awardee staff. Additional information was 
gathered through discussions during the site visit ' Appendices B and C contain a list of 
supporting documentation gathered during tiie scope of this review. 



6.3.3 Observations 


ruENdriLi \MV\u. 
iill llODC.Lrn WMM. 






ji-.iM'iAi r’ici(-\KK\ «rjT 


PRACTICE 1.1. iho \wardci* should have a clearly 
din\t leaponsibiiih toi the budget planning hinctiohs S 


ed management stiui m i e that has 

K)rting the Facihtv. 

There is an organiza^^lrf and management structure that has responsibility to support 
NHON's budget andvplanning functions. This structure was presented in NEON, Inc. 
Organita)i^n Omris, NEON Project Organizational Chart (All Sta^ and shows the lines of 
authdrityV'Sfefiing plans. This organization is well suited to provide budget and planning 
supporftiuoughout the course of the construction and operations of NEON. 

The main budget and planning function is the responsibility of the Project Management 
Controls System (PMCS) group. This group is led by an experienced manager. There is one ftill- 
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time scheduler and four project controls analyste that report to the PMCS manager. The 
manager reports to the NEON project manager. 


The analysts are assigned to product team leads (PTL). The analysts work with the PTLs on all 
aspects of budgeting, planning, and reporting. This is a known and effective technique for 
organizing and executing the budget and planning function that is used on other successful 
Facility projects. 


I*K \(T IC1. 1.2. Roles and duties of st^ members respcmsible for budget planning for the 
I tH-ilily awards should be clearl^a^^il^d and defined. 

The roles and responsibilities are shown in NEON, Inc.'s Organizational Omrts and documented 
in the PDs and the PPM. The job descriptions for the NEON Project Manager and Birector of 
PMCS group align clearly with the B/P functions and what is depicted in the Organizational 
Omrts. The Operations/Project Control Organizational Chart shows four staff supporting B/P; the 
Director of PMCS, and three analysts. Two more analysts are to be hired. ■ 

PRACTICE 1,3. The Awardee should ensure the staff i^mber^ responsible for budget and 
planning receive continuing educational opportunitiestSfflow diem to successfully carry out 

their duties. '.r* 

The staff responsible for providing B/P support has reeled basic and advanced training in the 
COBRA system.^ As new staff is hired to the group ^^^11 receive training in COBRA and 
Primavera (schedule tool). ; . 


PIUMll'II 2 lillKI IS Vb^sriMMU I’lUKI-SSIOKlOKMLI M IV.IIPF KAIUIN 
BLTK'.l'r.SFOETHF.l M«.! I V( rfllV ' ' ' ' ' 

PRACTICE 2.1. The Awardee^ould have written processes and procedures, and use historical 
database information in developing operation budgets for tire Fac ilily 

• V ■ ■ ... 

NEON budgets have been revi^^d numerous times in recent years including during the Pre- 
construction review held April 4-C 2011. The review panel was very favorable in its assessment 
of NEON budgetary, readiness i^d stated "The NEON cost estimate is well documented and 
ready to begin tlie construction phase." 


PRACnCT: 2.2. The Awardee should establish a process for developing operational budget 
I th.n are reasonable and consistent with the scope arid activity of the Facility. 

NEON has a systematic process for formulating budgets. This was discussed during the site 
visit and appears to be well developed and sufficient to support, monitor, and adjust resources 
to acliieve the goals of the project. There is a process documented in tlie NEON Cost Estimating 


COBRA is the cost estimating and earned value reporting tool used by NEON, Inc. 
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Plan. Cost estimates are developed by PTLs in conjunction with a project controls analyst. These 
analysts are experienced cost estimators that hdp PTLs develop a detailed bottom-up cost 
estimate at the lowest reasonable level of activity. Cost estimates are collected in spreadsheet 
form by WBS. Estimates for categories such as staff labor, contract labor, equipment, 
instrumentation, travel, materials and supplies, and subcontracts are developed. The estimator 
also documents supporting information substantiating each element of cost. 


NEON employs a suite of tools that enable the project to develop detailed cost and schedule 
estimates and to report Earned Value performance. Scheduling is developed in Primaverai' Cpst 
estimates are formulated in COBRA. Earned value data is collected from PTLs and entereddnto 
the COBRA database along with accounting actuals. COBRA is then used to report cost, x 
schedule, and earned value performance on a montiily basis. 


PRAC riCE 2.3. 1 he I acility program staff should be integrated into the budget planning 

In practice the Finance and Accounting group provides the PMCS group with financial actuals 
used for the EV reporting. However, there appears to be minimal communications beyond the 
monthly exchange of this data. One example, the actual labdr cost reporting {i.e., cost based 
accounting system methods), seem to present difficulty for PMCS that may lead to ambiguity in 
reports of EV. There is no structure in the current arrangement for the two groups to work 
through this specific issue and other future challenge^^tet are likely to arise. 


PRACTICE 2.4. Fhe large Facility budget should be 
goals and objoctu^es of the Facility 


witl\ the annudl and long-torin 


The Facility budget and schedule are defmed m tiie PEP. The Integrated Project Schedule 
(IPS) section of the PEP describes how all.activibes required meeting the scientific, technical, 
and project objectives are plami^ and ultimately budgeted. The NEON, Inc. Mid-Term Business 
Plan clearly defines a set of ^alsAid obiectives. These goals and objectives are represented in 
the project IPS by a series of im^a^^ activities, critical tasks, and milestones. 

This approach is commonly used in other Facility projects. It allows flexibility in planning over 
extended periods and' the ability to modify plans due to changes in either funding or other 
external factors that must lx» accommodated in order to achieve project success. 

VliWK IPl I ^ ASKS I \BIISK11 l)PH(K[SS| NSliKIS MIMISMX.I IsAUI \P|l s|H> 
IN U\ "I'liNSI 11)1 MV.M.Is MhK'ILM, UlhlAt IMIA 

PRACITCF 3.1. 'The /Vwardee should have procedures for tracking and revising the budget. 

NEON, Inc. has an established process for making budget adjustments in response to changes 
tliat affect NEON. Evidence of this process was observed in how NEON recently adjusted their 
annual construction budget for 2011 to $12.5M from the originally requested amount of $20M. 
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At a high-level and m practice this process includes the NEON PM working with the funding 
agency (NSF) on a reduction in scope and corresponding milestones that meet the new funding 
level. Changes to budgeted cost of work scheduled are reviewed and discussed with PMCS and 
PTLs. Allocations to each subsystem are made and the details are implemented by the PTLs and 
the PMCS analyst in each area (product team or subsystem). 


PRACnCF 3.2. The Awardee slwuld establish procedures for year-end closeout.*^ 

NEON, Inc.'s policies and procedures for year-end NEON budget closeout are not clearlyfsSin 
documented. In practice budget and schedule variances are reconciled on a monthly basis s, 
tlirough a change request process, and an activity which reconciles entries in COBRAS^ against 
those in NEON, Inc.'s accounting system. An amiual report is also generated to^outline^the 
NEON Project's spend against the projected for die upcoming year, and to proyidf^stajK with a 
broader picture of budget activity. 

The description of activities associated widi budget closeout (noted above) should be clarified. 
This should include a timeline of all budget exercises performed throughoilt fhe fiscal year (e.g., 
development, periodic review, and monthly reconciliation). Wh^f^pdatcd the procedures 
should be compared with otlier CFA-specific closeout actions fe.^pi&awardee monitoring and 
oversight) outlined in the PPM to determine if these should also t^l^erenced.*^^ 


PRAdICF3.3. Ihi \v\ard(\.' should have s\ stems toddequatel) and au uratel> track budgets 
and expenditures for all the lifecycle sfeges ofjhe Facilfty 

Actual expenditures are collected monthly by theControIler. These expenditures are uploaded 
into the COBRA element of the PMCS system. The PMCS system is then used to generate 
detailed earned value reports each month. Significant variances in either planned cost or 
schedule are reported to stakeholders and plans to mitigate these variances are produced by die 
appropriate subsystem and/i^^^L. This process for tracking budget and actual expenditures 
will be used at all stages of ^^|3gject from design and development through construction and 
into operations. 

ARRA funds are segregated from other funding streams as documented in the PPM.®^ Tliese 
funds and expenditures?against tliem are tracked independently as required by the NSF. 



For clanty it should be noted that year-end closeout in budget and planning does not refer to the 
standard year-end close performed by accounting, ie. close out business from the previous year, carry 
forward balances, and open new accounts and charge numbers 
NEON Project Management Control Systems Design Plan 
PPM Section 3.8.2 
PPM Section 4.3 
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; PRACTICE 3.4, Regular budgeting and finaiu lal reports should bo produ* i d lur Vcm ility 
management, program and budget personnel 

The Financial Department develops an indirect report and it is approved by the CFO. The 
Director of the PMCS group is currently developing an internal report to demonstrate direct 
costs as discussed during the BSR site visit meeting. NEON montlily reports are detailed 
accounts of achievements, ongoing activities/ upcoming events, and external interactions across 
all product teams and important elements of the project. 


RESS BUDG 



IM<\( IK I 1. 

affecting Facili 

The NEON Project has a formal Contingency Management Plan (CMP). Ihis document conforms 
to the principles described in the NSF Large Facilities Guide. The NEON CMP includes a 
description of how budget contingency is estimated by a bottom-up analysis, at the line item 
level using a risk based formula. Schedule contingency is added expHcitlyito key time-critical 
elements in the schedule. Access to contingency is managed through a formal change control 
process that can be levied against configuration changes, budgetary requests, and/ or schedule 
change requests. 






\n PLANNING. 

ru \l '1 K I T I. 1 he Awaulee should ha\^*]^^dife?i^pla 
lopoituig requirements relevant to budget and planning.^ 


Tliere are several BP related ^m&and conditions in the award cooperative agreement. It is 
unclear how tliese are monitored,^ changed or updated. 

6.3.4 Results 

Areas of Concern: NoneTdentified. 


Areas for Improvement include: 


pn^ce and'PMCS should immediately examine alternative ways to account for labor 
that would allow a more standard way of reporting EV. The NSF requires 


dear, concise EV reports that accurately reflect performance. 
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BP-2: The connection and communication behveen the Finance gi'oup and the PMCS group 

should be strengtliened. NEON, Inc. should investigate formal structures that would 
facilitate routine interaction between these two groups. One approach may be to hire a 
business manager to serve as a technical liaison between the two groups. In the 
interim, these two groups should set routine meetings to collectively discuss issues 
related to budget data and revise joint solutions. 


BP-3: An organization-wide approach to compliance monitoring terms and conditions ought 

to be developed. If the procedures require functional groups such as PMCS, to 
involved with monitoring then training should be provided to ensure that staff 
understand the associated expectations and responsibilities. 

BP-4: The year-end budget closeout process needs to be more fully documerdsd. Existing 

documentation ought to more clearly specify how and when var^i^id^, fc^ example, 
are reconciled between the NEON, Inc. accounting system and COB 


Best Practices: None identified. 
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6.4 Financial Management 
6.4.1 Scope 


This portion of the review included an assessment of die financial management administrative 
business systems supporting the large Facility and the organizational structure in place to 
support these functions. Tlie review evaluated these systems to confirm diat prescribed written 
policies and procedures are incorporated into the Facility's practices, internal controls are in 
place, and die systems are capable of supporting the Facility. The review identified whether or 
not sampled costs claimed are adequately documented, allowable, reasonable, allocable, afidi 
consistendy charged. The review also assessed whether or not the system can segregata direct 
and indirect costs, whether or not procedures are in place to accurately record time and effort 
coste, and whether or not the accounting systems enable the Awardee to provide appropriate 
business and financial oversight of the award. The scope also encompassed an assessment of 
whedier or not die systems of this core functional area are consistent with NSFexpectations and 
compliant with the terms and conditions of the NSF award. 


The review was not refined. 

It was determined that both a desk review and a site visit were necessary . 


6.4.2 Sources and Methods 

• Awardee Participants: M. Nowiki, T. Sheldon^ 



White. 


The desk review involved assessing the information provided by the Awardee and die 
information obtained via teleconference with Awardee staff. Additional information was 
gathered through discussions during the site visit with Awardee participants. Appendices B 
and C contain a list of supporting documentation gathered during the scope of this review. 

Testing was performed to a^^ss Aefinancial management system. Transaction records from 
one completed Federal Finan^^^epSHing (FFR) quarterly reporting period(s) were reviewed. 
A subsample of 12 transactions w^ judgmentally selected to include a variety of expense types 
such as labor, travel and supplies.^ The recorded costs and the corresponding source 
documentation were examined against selected attributes. The results of the review are 
presented in Table 3. 






Period covering May 2010 through April 2011 
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6.43 Observations 

l-MMli-ll I \ silt! • IL Kl ''Hl.nJI IMtI. I.\ 
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GI lii' \K1« 111 1 DM II \( HON- 


I’R.Vr I'U L 1.1. The Awardei should liave a clearly defined management .-Irui lure liiat kis 
direct lespcinsibility for tlie f ii iiiciil m inagement functions supporting the Facility. 

The CFO and his staff provide Financial Management (FM) support for NEON. The Controller 
and four staff comprise the Finance Department and carry out the financial management 
functions. Names and staff positions are identified on the NEON, Inc. Organizahonal Qiaris 
(Finance, Accounting and Logistics) as well as the Finance Department Organization Owrl’in the 
Accounting Manual. The Accounting Manual chart represents a "working model" reflecting both 
current and future (to-be fiiled) FM positions. Staff appears to understand their current roles 
and responsibilities. - 'St, « 


PRACTICE 1.2. Roles and duties of staff members responsible tor linancial management of the 
Facility awards should be clearly assigned and defin -d 

' ' ' ..VIC 

Roles are documented in PDs, PPM, and the Accounting DMniial aljhgf gh documentation is not 
necessarily aligned with current operating procedures. There hre se'veral references to staff 
responsibilities for positions yet to be hired. At times it is difficult to make a corresponding 
relationship between proposed functions with currei^^ponsibilities. In addition, 
inconsistencies exist in tides, terms, and PD duties. For-exilnple, the Controller's Office is also 


referred to in various documents as the Finance Office or Accounting Office, position titles vary 
between Accountant 1 and Account Assistant, etc.‘,-furfher exacerbating the issue. The PPM and 
the Accounting Manual should be updated to ensure that references to the Finance Department 
and job titles of staff are consistently referred to throughout. 


PRACTICE 1.3. The Award^'should ensure tha^fi 
continuing educational opportunities to allow thd 


all members receive 
I Federal awards 

. . sustTnisMKiiaisciSsefS '-a,- i H i'' 

The training records suggest tliat'llaff have taken advantage of external training opportunities 
to remain up to date on financial management requirements. In addition, staff have participated 
in several in-house learningAOpportunities (e.g.. Procurement Process, Access to Dynamics) to 
stay current on fiieiintincial management system. To supplement, the Controller also mentors 
staff and teaches, on various topics such as cost allowability issues, expense reports, and travel 
policv ^i^h e newly hired Learning and Development Manager will work witlr the CFO and 
Con^lleg to de velop a comprehensive training program for staff on FM related matters. 

PRACl lCl'. 1.4. Ihi* .Xwardee should ensure an appropriate segregation of duties tor staff 
members portonning the financial management functions for the large Facility. 

The duties of the staff members performing the financial management functions for NEON, Inc. 
are appropriately segregated and documented in the PPM, the PD and in the Accounting 
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Manual. Financial duties and responsibilities are separated so that no staff member has sole 
control over cash receipts, cash disbursements, timecard processing and payroll, and other 
accounting functions. The PDs supporting each of tlie Finance Department staff members lists 
specific duties which are not split among positions. Although segregation of duties is not 
explicitly addressed in the documents, tlie duties and responsibilities listed support the division 
of responsibilities. 


In the PPM, policies and procedures associated with cash management ai\d advances are 
outlined to provide for appropriate segregation. The roles of the CFO and Controller are 
specified for cash advances (both NSF and non-NSF), other cash receipts, cash disbursements, ? 
and financial reporting. 

In the Division of Duties section of the Accounting Manual,^ greater detail is provided on the 
key responsibilities of staff in the Finance Department. Access to the MicrosofbDynamics SL 
(MDSL) system®^ (accounting system) is restricted based on job functions, whidi are listed in 
Appendix A of the Accounting Manual The matrix on Internal Controls^addresses the areas of 
financial risk and the controls in place reinforcing the segregation of dutie-S. There is a 
recognition cited in the Accounting Manual tiiatkey duties listed :f6r.’'eurrent staff may be 
reassigned as the department grows and responsibilities ^ange.TJusds understandable with 
the increase in the budget and NEON, Inc. will ensure thit Ihe irnppHant financial 
responsibilities will remain segregated. 


MIL \V^r\KL>l^Sll()Ull> 
liiAi isc'OMi'ii.wt Wiiii ifii'Am 
I’RINriPI r.S (2 1 1 K 22il. 2 f I R 2 . 11 ), 1 Al^'t 
(2C!li2I5) \NPI.\IIK\.M lIMK'IISFVlSibFKiK CiiLKlV 



TE accounting system 
KH iUlKlMlSlTS I 


P%CTICE 2.1. The Award 
mandated Federal and a\ya 
requirements, and other f 


tha^ syst ms in place to ensure i omphancc u ilh 
: requirements tor cost principles audit and admin]strati\ o 
Ibmpiiance regulations 


NEON, Inc. has policies, JfpeedU^s, and systems in place to comply with the A-122 cost 
principles and the A-110; administrative requirements. Two primary documents adequately 
describe the policies and procedures associated with the financial management systems. Tlie 
PPM includes theFinanctiahd Accounting section:®^ covering topics such as NEON, Inc.'s cost 
policy, cost allocation methodc»logies, cash management and advances, and the preparation of 
the FFR^ ARRA andICRP reports. The Accounting Manual outlines basic accounting procedures 
designed'l© maintain accurate records of financied activities for NEON, Inc., wltich comply with 


PPM Section 3.4 


86 Accounting Manual Section 2 
Accounting Manual Appendix A 
®® Accounting Manual Appendix B 
PPM Section 3 
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generally accepted accounting principles and governmental and other financial reporting 
requiremenls. These procedures are designed to ensure that finances are managed with 
responsible stewardship. The Manual includes a description of the functionalities of the 
accounting system and specifies the process to record various transactions into the Dynamics 
system. 


Some of the sections that are planned for incorporation into the Accounting Manual are still 
under development. Specifically, sections on internal audits, year-end close and external audits, 
have not yet been completed. The CFO indicated that completion of these sections is scheduled 
to be done by March 2012 but progress will be dependent on other activities adding to their 
workload {e.g., NSF OlG-contracted DCAA audit of the accounting system). ■- 

In practice and in the absence of written and approved protocols, internal audits are not being 
conducted with the exception of Controller's review. Additionally external audits are not being 
handled using standard business practices. This became apparent in discussions about the 
current cost proposal audit being conducted by NSF OIG/DCAA. The Finance Department was 
not included in preliminary discussions widr the DCAA auditors and,.^ a result, key 
information related to development and application of the indir^f^st rate was not fully 
conveyed. This contributed to EXZAA's initial conclusior^mt^^ms&roposal was not 
auditable. As a matter of standard business practices, N^^^^a^^ould have written protocols 
defining how external audits are managed. To manage pot^fei conflicts and strengthen 
integrity, these protocols should be executed in a cor^^^t mSmer and led by the Finance 
Department. The process should require a range of fio^m^ai representatives from NEON, Inc. 
and NEON^o iiwolved in all audits. 


There are also some quality and editing issues with the Accounting Manual, such as inconsistent 
numbering, but the CFO and Controller are aware of these issues and will address them in the 
next iteration. The Manual is considered as "desk level" and does not need to go through a 
formal processing for revisiq^^^^ CFO mdicated that the plan is to review financial 
management procedures at^^^feK^mially or on an as-needed basis. 



NEON has also complied With allof their other financial compliance regulations. For the last 
three years, indepeni.|^nt external auditors conducted and completed audits of NEON, Inc.'s 
consolidated financm^^ements and assessed NEON, Inc.'s compliance with requirements of 
Office of Manageme^§^ Budget (OMB) Circular A-133. The most recent audits did not cite 
any reportable findings. Issues identified in the 2008 audit had adequately been addressed and 
resolvi-dlby KSF.,^ 


^ Placeholder for future projects 
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NEON, Inc. uses Microsoft Dynamics SL (MDSL) accounting system to ensure costs are 
properly accumulated and charged to the sponsored project account. Written policies and 
procedures associated with tiie financial management system are documented in the PPMyand 
the Accounting Manual Information on the basic accounting procedures and cost accumulations 
processes are described in the PPM. The accounting structure and codes used to accumulate 
indirect costs separate from direct costs are identified in tire Section of Financing and 
Accounting, Cost,^^ of die PPM which also address indirect allocation procedures as well as a 
description of cost allocation methodologies. 

All expenditure information is captured in both the General Ledger (GL) arid th^ Project 
Account ledger. The GL captures revenue, expense, and asset and liability data and adheres to 
Generally Accepted Accounting Principles (GAAP) and Federal requirements in tire Uniform 
Administrative Requirements for Grants and Agreements with Institutions of Higher 
Education, Hospitals, and Other Non-Profit Organizatiofis, Standards for Financial 
Management Systems^^ subsection. The Project module tracks revenue and expense at the 
project level by grouping expenses by project, task ara^^st category. Overhead and fringe 
benefit expenses are allocated monthly based on an el^r^ed rate that is less firan the 
provisional rate cited in the NSF awards. Tire indirect q^^ecovery is reconciled at fire end of 
the fiscal year when an actual final rate can be established based on actual expenditure 
information. 

Based on the review, it was determined tiiat the financial management system and staff in place 
were adequate to address theJ^l^e awards on hand. Costs that were reviewed were 
appropriately charged to di ^rcl^oiee t accounts {e.g., implementation plan, ARRA). However, 
NEON just received the consm^Sonaward which will dramatically increase the funding level 
for the institution and present chSlenges in managing all of the various awards. Additional 
levels of scrutiny will bevrequired to ensure that costs are appropriately segregated and 
allocated to specific projects. Specifically, costs appropriated for NEON construction should not 
be comingled with those provided for operations. To ensure that costs are allocated properly, 
NSF plans to revisit NEON witliin a year and perform a limited financial management review. 

The samples reviewed generally conformed to the allowable cost guidance in the PPM although 
some discrepancies were found (Table 3). Specifically, a listing of employee morale costs was 
provided for the review. The listing reflected allowable, unallowable, direct, and indirect costs 
for similar types of expenses. There were no guiding principles on how tirese costs should be 


’ PPM Section 3.1 
52 2 CFR 215.21 
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charged. Tire allowability of these types of costs needs to be consistent with tire Cost Principles 
for Non-Profit Organizations^^ and Employee Morale, Health and Welfare Costs^^ and 
Entertainment Costs.^^ The CFO indicated that an Employee Activity Group was being 
established which would have control over funding for these activities. Responsibilities of tlris 
group will be included in the PPM with allowable activities identified. 


PRACTICE 2.3. 'Fire Awardee should have written policies and procedures defining 
allowability of costs tirat are consistent with Federal cost principles and tiie NSF award. 

Various policy documents provide guidance to staff for determiiriirg allowability on certain 
expenses but there was no comprehensive list available. Staffs are referred to the A-122 Cosb 
Principles for the listing of costs considered allowable under Federal awards. Howeve^^the 
PPM does highlight six specific types of unallowable costs so that staff members do not charge 
these types of costs to Federal agreements. Other types of unallowable co^%pre included in the 
A-122 listing. 

In house training sessions are held periodically to provide staff widiTools necessary to 
determine the allowability and allocability of costs. Emphasis is placed on adherence to the 
requirements in Circulars OMB A-122 and A-110, the award terms and conditions, and internal 
policies. ‘ 

Costs are reviewed for allowability and allocability b^^ PI and department heads before tlie 
expenses are forwarded to the Finance Department fS|^^Tient. The Project Accountant 
provides a final review before costs are processed It 'vvaS^^ident during the onsite review that 
the Controller and her staff were knowledgeable of NEON, Inc. policies and provided the 
necessary oversight to ensure that costs incurred were considered allowable. However, there 
were no specific guidelines or procedures tp document the review process. 


Specific subaccounts were es^ 
segregated consistent with t 
review of the ARRA expenditi 


bed for ARRA funds to ensure that these costs were properly 
^ements of the ARRA terms and conditions. The sample 
5 comu’med adherence to this requirement (Table ITable 3). 


There are mechanisms in place to exclude unallowable costs from being recorded and claimed 
under Federal awards. Specific discretionary accounts and object codes are set up to record 
unallowable coste to ensure that these costs are properly treated in tire F&A calculation. 

The Con^oller monitors expenses monthly as part of her oversight review to ensure that costs 
incurred allowable and all unallowable costs tliat were not coded properly are not processed 
throughf-mil^^stem. Expenditures that are identified as nonrecoverable costs are returned to the 
departm^t to be recoded. 


’3 2 CFR 230 
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PRACmCK 2.4. Ihe Awardee should have policies and systeifts that differentiate costs as direct 
and indirect based on applicable FederaIiegiilatiouiin(tihe.i^nis of Ihc suy.oliauJ !iK' rais' 
agreement ' ' 

Process guidelines for calculating and claiming indirect costs are provided in PPM Indirect Cost 
Budgeting^^ section. Employees working in NEON Headquarters functions, such as Finance, 
Human Resources and IT, charge their time to indirect cost accounts. Personnel working on 
direct programs only charge their time to an indirect project when engaged in any activities; that 
are not attributable to direct program operations. 

The NSF awards to NEON, Inc. include a maximum provisional rate of 60% of MTIX! base; 
NEON, Inc/s actual indirect cost rate has never exceeded the ceiling rate. The Dynamics 
financial system automatically calculates the IC recovery based on the rate and base entered 
into Dynamics when the project account was created. To calculate IC recovciy, NEON. Inc. uses 
the Simplified Allocation Method by separating the total costs for tire base period as either 
direct or indirect and dividing the total allowable indirect costs by an equitable distribution 
base. Reports are generated monthly and annually comparing b'gS^ted posts to actuals and 
variances are taken into account each month to determine a hee<^OT ^ adjustment. The 
allocation rates may be adjusted mid-year if operating experi^^^f ,^^S®®ts a significant 
variance. The final rate is determined using actual costs on an annual basis and is applied 
retroactively at the close of each fiscal year. The Accop^Detail for NEON, Inc Budgets Chart?^ 
and the NEON, Inc Indirect Departnrents List^ areli^^A the in the Indirect Cost Budgeting 
section of the PPM and provide the account detail for nSON, Inc. Indirect Cost. 

The increase in construction contracts will affect the IC rate used to recover NEON's indirect 
costs. The CFO should work with the NSF GAAR contact to ensure tliat tliere is a complete 
understanding of the impact that the construetion component will have on the rate. 

^ J- 

: PRACTICE 2.5i The Awardeft^j|iould have a system in place for accurato and consistent 
recording and reporting of direct time and effort costs charged to the NSF award 

Guidance regarding tiiite and effort policies, procedures and system requirements are 
documented in tire PPM^^ and the Accounting Manual. The Time Reporting section of the 
pPM^oo explains ihe procedures for documenting and recording hours worked. It is the policy of 
NEON to record^ali hours worked in accordance with NEON's timekeeping principles and 




PPM Section 3.2 
PPM Section 3.2 Exhibit A 
^ PPM Section 3.2 Exhibit B 
PPM Section 1.2 
JwppM Section 1.2.18 
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0MB Circular A-122. This policy supplements the Time and Attendance Policy^o^and is used as 
a guideline for completing time reports (electronic and/ or hardcopy) on a daily basis. 


All employees must prepare and submit authorized time sheets on a weekly basis. The time 
sheet, approved by the supervisor, must list the project and task worked on during the week. 
The accounting system, which contains authorized project and task codes for each employee, 
prevents improper and unauthorized codes to be entered. 


NEON, Inc. currentiy uses ADP, an independent third-party payroll processing companyslo i , 
process pay, payroll taxes, payroll deductions, and deposits for tiie organization. The 
department manages the payroll process but provides information to the Finance De^rtii^nt 
for reconciliation to the General Ledger and to the bank. After the payroll is pr ocessed/ADf 
sends HR department several reports summarizing the payroll data. HR reviews and approves 
tire payroll and forwards the data along with supporting report informationlP^itp tlie Finance 
Department for reconciliation to the general ledger and to the bank. . , •* i 

Once the payroll data is entered by the Project Accountant into the Journal Entry module of the 
accounting system a packet of reportsi® is submitted to the Controller irieluding the Labor and 
Expense Report. The Timecard Processing section of the ^i^comting h&nuaP^ provides detailed 
procedures on time card processing. 


The timecards that were reviewed as part of the sam^S^ere completed accurately and timely, 


I’lilMlI’ll \fSs|rt)LI IJ 

sL riHju nvo nix i'mcn i a i h is maintained i c >itc< 
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irilNSrAVVARI*. 

PRACTICE 3.1. Charges^ 
supported by adequate 




the proji H. t cost lodger fi^r iJio NSF award should bo 
mentation. ^ 


FM practices at NEON, Inc. r^ffiie 'JlfiHLumentation to support the costs incurred for NEON. 
Supporting documentation is stoiVl electronically in tlie Dynamics system with the hardcopy 
files stored in the Controlled Office records. Detailed documentation policies are in tire 
Documentation Record and^Storage^^ section of the Accounting Manual. This section references 
various financial, types that are stored, identifies the financial person responsible for the 
document, and sj^cifies the specific storage location where the document can be found. 


101 WB 

102 Gross Fay Report in Excel format created by HR, Statistical Summary and Payroll Register Totals (both 
in PDF format created by ADP). 

103 Journal Entry, payroll register, statistical summary. Gross Pay Report for F&A, NEON, Inc. Payroll 
Reconciliation Report, and NEON, Inc. Labor and Expense Report. 

104 Accounting Manual Section VII 

105 Accounting Manual Section E 
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The documentation reviewed to support the sampled costs was determined to be adequate 
although, in one example, the supporting justification could have been strengthened (Table 3). 
Specifically, one of the travel expenditures reviewed did not include a complete explanation of 
why the cost was incurred. However, the Controller was familiar with situation and was able to 
provide a reasonable explanation. NEON, Inc. should develop internal processing guidelines 
for Pis and staff on the requirements for developing adequate justifications. Supporting 
documentation for the transaction samples could be improved by providing additional 
descriptive information or explanations on the need for the items or services. 
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The Controller's staff has overall responsibility to ensure that all costs inc|irred under the NSF 
award are allowable, allocable, reasonable and consistent witli the A-122 costs principles before 
payment is made. Defined responsibilities for this financial management review are detailed in 
position descriptions, the PPM and the Accounting Manual. 

There are various levels of review before costs are fir^wd. FM compliance begins at the 
project level. The COO and technical director have broa^^M responsibilities for day-to-day 
management of the project. All project costs incurred are expected to be reviewed and approved 
at this level before they are forwarded to the Controller's office for payment. This approval 
indicates that the costs are considere^^lowable and reasonable for the project and consistent 
with neon's operating policy. 

The Controller Office's staffwo vft p the final review for allowability before payment is made. 
They ensure that supporting OT^m^tation is attached and the expenditure is justified. 
Discrepancies or issues are brou^t to the attention of the Controller who works with the COO 
and project director to reconcile the cost before payment is made. Staff within the CFO's Office 
appears knowledgeable of their responsibilities and have a clear understanding of the internal 
FM requirements, to manage the Facility award. 

6.4.4 Results . 

.'a ,v 

Are^oTfencern : None identified. 
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Areas for Improvement include: 


FM-1: Ensure that materials (organizational charts and references in PDs, PPM, and tlie 

Accounting Manual) are consistent and aligned with roles and responsibilities of FM 
staff. Titles, terms, and PD duties should reflect current operating positions. The PPM 
and the Accounting Manual should be updated to ensure that references to the Finance 
Department and job titles of staff are consistently referred to throughout. 


FM-2: Priority should be given to completing the PPM and the audits sections of the > ^ 

Accounting Manual. Internal audit control mechanisms should be developed 
documented and implemented checking basic internal control processeson^a routine 
basis. Further basic protocols for hcindling external auditors should be developed and 
implemented immediately with all audits. ^ 

FM-3: Policies, procedures and practices should be revised to ensure CFO participation and. 

concurrence in all financial representations for NEON, Inc. This will provide for 
necessary cliecks and balances to tile process. : 

FM-4: The CFO should organize support documentation-related to development of tire 

indirect cost rate identified in the cost proposal ^nd include a narrative tiiat clearly 
explains how tl\e rate was developed. Tliis should also include a justification to 
support the indirect cost recovery in the con^mction cost proposal should be 
documented. Further, all appropriate funct %Q ffl Kpresentatives should participate in 
discussions with the DCAA auditors. 

FM-5: Develop a policy and practice to address allowability of Employee Morale Costs. 

Written policies and procedures on employee morale should be included in the PPM 
and address the responsibilities of, the- new Employee's Activity (EA) group. Clear 
distinctions should l^made l^tw^n those EA sponsored activities that are 
considered allowa^eaM tixpse considered unallowable. All expenses associated with 
these types of costs^^^fel^been incurred should be reviewed for allowability, 
allocability and reason^eness. Charges that would be considered unallowable in 
context of the new policy should be removed from the N5F award. Ensure that tiie 
policy fully complies With the Cost Principles for Non-Profit Organizations^o^ and 
Employee Morale, Health and Welfare Costs^o^ and Entertainment Costs. 

FM-6: Review written protocols pertaining to support documentation and ensure tliat proper 

y'lustification tor expenses is required. Training should be provided to review tiie 
j^otoeols and alignment of associated practices. 

Best Practices : None identified. 


’‘*2CFR 230 
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6.5 Financial Reporting 


6.5.1 Scope 


This portion of the review included an assessment of die financial reporting administrative 
business systems supporting die Facility and the organizational structure in place to support 
these functions. The review evaluated these systems to confirm that prescribed written policies 
and procedures are incorporated, internal controls are in place, and the systems are capable of 
supporting the Facility. An analysis of the policies and procedures used for cash draw doT«QS 
and the process for the preparation and submission of financial reports was also included^in the 
review, as well as an assessment of whether the systems of this core functional area 
consistent with NSF expectation and compliant with the terms and conditions of the J 
award. 

The review was not refined. 


It was determined that bodi a desk review and a site visit were necessary. “ « ' 

6.5.2 Sources and Methods 

• Awardee Participants: T. Sheldon and D. White 

The desk review involved assessing the information provided by the Awardee and collected via 
teleconference with Awardee staff. Additional information was gathered through discussions 
during the site visit. Appendices B and C contain a list of supporting documentation gathered 
during this review. 

The FR systems were tested as follows: 

■ Cash Request Revie^Y^r cash request samples were randomly selected from those 
submitted by NEON^^^'ditring the last completed four quarters.^^^® Each cash request 
was compared to the su^^rting backup documentationA^*^ and general ledger 
information maintained by the Awardee and evaluated against selected attributes. The 
results of the review are presented in Table 4. 

■ Federal Financial Report (FFR) Review: Award expenditure amounts submitted to NSF 
during thelast four completed quarters by NEON, Inc. were selected for review. The 

j'^^rterly amounts reported on the FFR for three awards were compared against the 
ai||ounts recorded in the accounting system, the supporting documentation, ^^2 and 




Period covering from 2010 and 2011 
™ Included NSF Awards: DBI-0735106, DBI-0940226, DBI-00808232 
Period covering from 2010 and 2011 

Included NSF Awards; DBI-0735106, DBh0940226, DBI-00808232 
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general ledger information to ensure that the expenditures reported on the financial 
reports reconciled to the accounting records and to ensure that the documentation 
adequately supports tlie amounts reported. The results of tlie review are presented in 


Table 5. 


Expenditure Review: 12 transactions were randomly selected from friose reported in 
four completed quarters by NEON, Inc.^^^The data and supporting documentation^i^ for 
these costs were evaluated against three awards. The results of the review are presented 
in Table 6. 


Table 4. Summary of Cash Request Sample Review 


sh Request Aeciiracy 
and Reasonableness 


OK 

OK 


200 

675 

250 

370 


03/18/10 

08/30/10 

09/10/10 

03/03/11 


INSUFF 


OK_ _ |_ 

1 OK = denotes sample meets review requirements; INSUFF = 
I r equi rement s; ^a mounts have been rounded 

Table 5. Summary of FFR Sample Review 


Cash-On-Hand 
^Reasonabiene ss 


OK 

OK 

OK 

OK 




.\dequ.ne Ihukup 
DuciiinenLition 


:uFF 


!■- 


OK 

OK 

OK 


indicates, UiatSe.sample does not meet 

-L - _ . ^ 



DBI-0^106 
'"DbT-0940226 
_ DBI-0940226 
~DBM0868232 


OK = denotes sample meets 


1,994 

”5,254 

6,680 

4,553 


i requirements; ^amounts l^veljeen rounded 


06/3e/to.,_i_ 

Q?/30/i(l-r' 

ffi/31/lo’ 

requireiiierits; INSUFF = 


OK 


indicates that the sample does not meet 






\ I 


Period covering from 2010 and 2011 

Included NSF Awards: EF-0752017, EFT-0S0S232, EF-0940226 
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Table 6. Summary of Expenditure Sample Review 


i ilo \.l, 

A me 
(-!- 

•uut 

Date 

(mm/dtVyy) : 

Ktiou 
^ T ype) 

\\\ 

OP 

•eiulitiii*’ A-nti'inl 

Backup 1 races t<i 
Liounting itecords 

Adequate 

Backup 

Docutuentatiou 

Ref# 201172 

0.055 

5/19/10 

Employee 

Welfare 

OK 

OK 

Ref # 6846 

0.500 

3/17/11 

1 lonorarium 

OK 

OK 

Doc # 
000020641 

4.667 

3/18/11 

Labor 

OK 

OK 

PO 1269 

0.667 

3/30/11 

Materials 

OK 

OK 

PO 000996 

52.66 

3/02/11 

Capital 

Acquisition 

OK 

OK 

Doc # 
0000202434 

4.045 

3/18/11 

Travel 

OK 

OK 

Ref # 200848 

0.109 

1/28/10 

Employee 

Welfare 

OK 

OK 

87-15011-R 

m.. 

504.5 

3/15/11 

Capital 

Acquisition 


OK 

Doc # 20922 

4.45 

3/25/11 

Labor 

. 

OK 

OK 

Doc 

0000202387 

(2.95) 

3/29/11 

Travel 


OK 

INSUFF 

Cr. Memo # 
903610142 

(1,61) 

4/05/11 

Freight J 

H ' OK 

OK 

109326 

4.14 

4/05/11 

Office 

Supplies 

o 

OK 


OK « denotes sample meets review requirements; NIF = documentation not in file; INSUFF « indicates 
that the sample does not meet requirements; ^amounts have been rounded; parentheses indicate 
ne g ative amount _ 


6.5.3 Observations 

TRIM iri I I \ MANU. 
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PRACTICE 1.1. The?. Awardee should have a clearly defined management structure tliat ha?> 
direct responsib^ty tor the financial reporting functions supporting the Fat ilitv. 

The CFO and CpritroUer are responsible for complying with all of the financial reporting 
reqii^^n^its for NEON. NEON, Inc. Organization Cfiart (Finance, Accounting and Logisfj'cs) 

structure and lines of authority for financial reporting but they are 
inconsi^^t with their internal Accounting Organizational Chart. Specifically, the Finance, 
Accounting and Logistics Qiart include name and position titles of current staff at the direct 
report level with future positions highlighted but fiiese do not correspond to this listed on the 
Accounting Organizational Chart in the Accounting Manual. Position titles vary {e.g., Accountant 
Assistant, Finance Assistant, Project Accountant Project Account Supervisor, Senior Accountant, 
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A/P Specialist). The discrepancy in position titles between these charts and iii the narrative of 
tlie PPM and Accounting Manual is incoiTsistent which needs to be addressed as construction 
ramps-up and the final hires are completed, it will be important for staff to understand the 
organizational structure and associated responsibilities. Having clearly documented charts with 
position titles and division of duties will clearly identify roles and responsibilities. 


PRACTICE 1.2. Roles and duties of stai^ members responsible for FFR preparation and cash 
management for the Facility awards should be clearly assigned and defined. 

Financial reporting roles and responsibilities are properly segregated. No staff member h^^sol®, 
control over cash receipts, cash disbursements, timecard processing and payroll, andeother \ 
accounting functions. ‘ 


The CFO is responsible for complying with the financial reporting requirement for NEON. He 
relies on the Controller and her staff, who have oversight of the FFR and cash'management 
processes, to compile the data and prepare the reports. Authorities, rolekand process 
responsibilities for these assignments are outlined in staff PDs as well as policy documents. 
Specifically, the Preparation and Reconciliation of the FFR, ARRA and ICRP section of the 
pPAins documents the processes required for FFR, ARRA arid ICRP reporting and refers to the 
roles and duties of the CFO and Controller associated with these procedures. These 
responsibilities are also outline in the Accounting Manual, Division of Duties.^^^ The Controller is 
supported by a Project Accountant who prepares the^^^up material for the financial reports 
although these responsibilities are not listed as part o^^M>asic duties. 

The lines of responsibility and accountability for financial reporting are clearly documented in 
the Finance, Accounting & Logistics organizadonal chart, PDs for the Finance Department 
positions and the PPM. Personnel in tlie Fmance Department understood their roles and 
responsibilities associated with their position and have the necessary authority to accomplish 
their duties. Work performang^/aluations of each staff are conducted periodically by the 
Controller to assess perfornrnoc eJm i ensure that each member has a full understanding of the 
responsibilities that are uniqu^^ai^ed to that position. 

As NEON moves into tlie construction phase of the project, there will be a need to add 
additional F&A staff to address the increased oversight and compliance responsibilities. These 
additional positipn^ave already been noted in the organizational chart in the Accounting 
Manual althougA,^^osition titles in the "division of duties" do not correspond to the positions 
listed in die orgaru^ional chart. As mentioned previously, these discrepancies should be 
clarified tQ ensure staff are clear on their roles in the FR process. 


”^PPM section 3.7 

Accounting Manual Section 2 
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Pl^CTICE 1.3. The Awardee should eusure that financial reporting staff members receive 
continuing educational opportunities to allov? them to successfully manage Federal awards. 


NEON currently has a small financial management staff and training is determined on an 
individual basis. Currently, no formal trairung program is in place although continuing 
educational and training opportunities are available to employees to improve job skills. During 
the last three years, the Controller Office's staff memt^rs have completed a number of financial 
management courses, including Goven^ment Cost Principles, and otiier focused areas, ranging 
from Dynamics SL Users group training to procurement policy, in order to stay current 
requirements to manage Federal awards. Individuals in the office have participated in oV^r 35 & 
courses during this span. 

NEON recently hired a Manager of Learning and Development who plans to (Jevelpp ii formal 
training program designed to address the needs of specific organizational funlfion|. Ifihe CFO 
plans to make training a priority for the Finance, Accounting, and Logistics group and will have 
the training manager develop a syllabus for the Finance staff focusing dhjF^der^l cost principles 
and award management requirements. This will become increasing^ ijpportaht as new staff is 
hired to address file additional responsibilities for managing the NEON awards. 


PUINC IPLh 2. i’Hli AWiMUJEE SHOULUlLfl^ 
l-MI-AKINC, Ml LK\ll \\H ilMlt \ l-.X'ill 
Kl LI mis (I IK) 


H 


s \M)iiniR\r iiNVM lAi 


PRACnCF 2.1. 1 he Awardoc should lijve documcMilod policies and procedures reJalud tvi the 
rash lequest and I T R preparation proci • 


Policies and processes related to cash ma: 
Finance and Accounting Section”^ of the 
requirements. 



ent and financial reporting outiined in the 
;enerally conform to Federal regulation and NSF 


The Cash Management and i^^TO^^eSectioni^^ of the PPM provide clear guidance on tlie cash 
management process. In prepam^the weekly cash advance request, the Controller determines 
file total cash needs for activities for the upcoming week based upon scheduled accounts 
payable expenditures and payroll requirements. This analysis is performed utilizing a 
checkbook register for the Operating Account. Once the cash needs are determined, the 
Controller submits the transfer request, via e-mail, to tlie CFO who forwards it to NSF via 
FastLane. Funds received are directly deposited into an operating bank account and disbursed 
via Accounts Payable check and electronic funds transfer. A contingency balance of less than 
$10k is mti^y^maintained. Details of this process were included as part of tlie supporting 
docum^titation for file samples. 


117 PPM Section 3 

118 PPM Section 3.4 
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General procedures on die FFR report preparation procedures are contained in tire Financial 
Reporting^^'^ Section of the PPM. The Controller and die Senior Accountant understand die 
process and die reports reviewed as part of die samples accurately reflected die accounting 
information. However, die step by step processes used in die FFR preparation were not well 
documented. It is important to have documented procedures and to ensure that they are 
followed. This will facilitate consistency in practice and be helpful when the primary preparer is 
not available. Also, the procedures should specify the official who has the authority to submit 
the FFR in die absence of die CFO. 



NEON, Inc. has an accurate cash management process in place to record and distribute 
advanced payments. Policy guidance is found in die Cash Management and Advances 
Section,i2o of the PPM and its supporting practices detailed in the Cash R^eipts^^i and Cash 
Disbursementsi22 Sections of die Accounting Manual. Controls are in place to ensure that the cash 
handling responsibilities are segregated. Once the cash rt^ds are determined by the Controller, 
a cash request is prepared for CFO submission through Fastl^ne. ITie cash received is directiy 
deposited into the NEON operating bank account an^^rocessed through the accounting 
system by the Project Accountant. Voucher packets, fo^^^^ent are prepared and reviewed by 
the Controller for validity, accuracy and compliance -vw^P^EON's purchasing signatory 
authority policies before the checks are signed: Any issues that arise are resolved with the 
Accountants before the checks are sent ou% Checks and wire transfers over $10K must also be 
signed by the CFO, COO, or CEO. The saiiiplmgT^view confirmed diat the documented cash 
request process was being followed (Ta})le.4)i • 

Although neon's cash management practices are generally compliant with the administrative 
principles, and certain requirements in the Uniform Administrative Requirements for Grants 
and Agreements witli Institutions of Higher Education, Hospitals, and Other Non-Profit 
Organizations, Paymentl^^ subsection should be addressed. This Payment section requires that 
cash advances be limited to the minimum amounts needed and be timed to be in accordance 
with the actual immediate cash requirements in carrying out tlie purpose of the project. 
neon's policies allow for a balance to be carried up to $10K. Tliis balance should be 
minimised. Also> the Payment section requires that written procedures need to be in place to 
rninimiz^he time elapsing between the transfer of funds and disbursement. Although, in 


11'’ PPM Section 3.8 
PPM Section 3.4 
Accounting Manual Section 5 
Accounting Manual Section 6 
2 CFR 215.22 
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practice, funds received by NEON are distributed immediately upon receipt in accordance with 
NEON policy, there should be detailed policy explicitly identifying the distribution timeframe 
and the amount of residual balances retained. The PPM should be revised to address these A- 
110 requirements. 


(I'll \ INI (ik(.\M/MI()\SllOUinUA\l' Ui ink 

V • I K\ll \M<( M ilNAM IAI'KI'I’IiIkI 1S> . IMKdI'i.ll IIII 1 1 K. 


rUA( '1 K I 4.1. The organiziltion should have el SjiStem in place tliat identities tl-e link lu'iw: .-ii 
the FFU amounts and the gei^eral ledger. 

Written procedures are in place (Overview of Federal Reporting, FFR Reporting^ in the PPM) 
and practices suggest that it is possible to identify Ihe link between the FFR arqount anti the 
general ledger. The FFR financial information is prepared by the Controller onProject 
Accountant using data derived from the MS Dynamics accounting systemirThe system's coding 
convention allows NEON, Inc. to track all revenues and disbursements; at the project level. The 
system has the capacity to identify the source and application of funds andcontains information 
pertaining to Federal awards, authorizations, obligations, unobligated balances, assets, outlays, 
income, and interest. The system has two main modules: Qi^sraLTedger and Project. The 
General Ledger captures revenue, expense, asset and liaWit^^^r and adheres to Generally 
Accepted Accounting Principles (GAAP). The Project modS^ra^ revenue and expense at the 
project level by grouping expenses by project, task ai^s^st c^gory. 



The sample review confirmed that the amounts refle;Ctea*m the supporting documentation 
could be traced to NEON, Inc.'s accounting records and the sampled awards reconcile (Table 5). 
Information from the system is used by the Controller to develop an award project summary 
report in Excel. The expenditure amounts are reconciled to the general ledger. This financial 
information is used by the Controller to populate the FFR report. The FFR is uploaded into 
FastLane and submitted to NSp^ the CFO; 


Guidance on the treatment of^^pi^^d interest are included in tlie PPM but policies and 
procedures to identify, record, a:^ report program income are not. NEON, Inc. does not expect 
to receive program income under the NEON award. If this were to happen, the CFO indicated 
that the income wodKPbg recorded in tlie accounting system using the NEON award account 
keys and uniqu^^p^^^ie for revenue. 

NEON, Inc. shoum^pvelop policy guidance to identify, record, and report program income in 
accordance with the Uniform Administrative Requirements for Grants and Agreements with 
Institutions q£ Higher Education, Hospitals, and Other Non-Profit Organizations, Program 
Income subsection. Recipient organizations are required to account for program income related 
to projects supported with federal funds. This process should be documented in the NEON 
policies and reported quarterly on the FFR. These policies and procedures should conform to 


’2^ PPM Section 3.8.2 (B) 
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the NSF FFR reporting requirements. Specificcilly, all program income received under an award, 
as well as supported expenditures, should be submitted on die FFR in the period in which the 
income was received. Previous FFR submissions did not reflect program income received from 
membership dues although these dues are defined as program income under the terms and 
conditions of the cooperative agreement and should have been reported. 


IIM \V\ \K1)II MU^LIDHAVI AIM-QL Ml ( !\ I I \i I li>K 

I lUNt'flONS. 


I'UIM l!'l I 
\i C Id Mil I \S|| \M ||\\N( lAi:- 


jCE 5.1. Responsibilit^s for acces^and permission^ to the FastLane Financial Functions 
preparation and cash requests an^^ontrolled and »gregated. 

Permission to the FastLane Financial Functions is granted by the CFO based omthedivision of 
duties noted in the Matrix to Access Dynamics^^s in the Accounting Manual. A listing of NEON 
staff with FastLane accounts and permissions are included in Award Management, Purpose, 
Exhibifl26 Section of the PPM. Though both the CFO and Controller have aufliority to grant 
access to the Dynamics financi£Ll system based on job requirements, only the CFO and 
Controller can aufliorize permissions in FastLane. Further, only flie-CFO has the FastLane 
capability to submit cash requests and certify the FFRs. This pro^desTor an appropriate 


segregation of duties. 


•v 


The CFO confirmed that he reviews FastLane permis^^ periodically and makes updates to 
the system as necessary. Flowever, detailed procedur^^Cr®he process used for assigning and 
updating NSF FastLane permissions were not documemea. Furthermore, we were not able to 
determine who had been delegated nor were procedures in place which identified the process 
delegated responsibility to grant FastLane permissions in the absence of the CFO. 

X 

The access and permission assigiunents should be routinely verified, and the results of the 
review documented. 


I’KIM Il’ll.n. Mil AU\Kn 
( oMi’i I v\c r iMui rm, 
AW \RI>]()KIIN\N( l\r R 



tg^S\i»IIMlM*IAt 1 ItllNSLRL 

ONDITIONs.'AiMU'.PICIlU MlONsOF Mfr. 

c-''. /'-x 


PRACITCE 6.1i-The Awards has pr«eduie» in place lo monitor compliance witli the award 
terms, conditicSs and specifications V ^ 

Proci|^iB^nt and Contracts (P&C) has lead responsibility for distributing the award documents 
to NEPN"i?lafFand monitoring compliance with the award temis and conditions. An award 
compliance matrix was developed by tine P&C staff to assist them wifln this monitoring process. 
The CFO and Controller have specific FR compliance responsibilities as noted in the Award 


125 

126 


Accounting Manual Appendix A 
PPM Section 4.2.1 (B) 
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Reportmg^27 Section of the PPM, NEON, Inc. reviews the financial terms and conditions when 
the award is received and prepare an F&A compliance checklist that is used quarterly to review 
compliance witli the terms and conditions. The Controller's staff is well aware of their 
responsibilities. 

It was confirmed that all financial reports required by the terms and conditions were submitted 
timely and in conformance with the reporting requirements. The FFRs samples reviewed 
during the site visit were completed accurately and consistent witli the information in the 
accounting system. The quarterly ARRA reports were submitted on time to the Recovery.gov 
website consistent witli policies outlined in the ARRA Specific Activities^^s of the PPM* .,. 

6.5.4 Results 

Areas of Concern include: 



FR-l: Develop written procedures for minimizing the time between traiisfer of funds from 

NSF and disbursement by NEON (i.e., 3-4 days). In accordance with the Uniform 
Administrative Requirements for Grants and Agreements with Institutions of Higher 
Education, Hospitals, and Other Non-Profit Organizatioits, BaymenP^s subsection, 
organizations operating on an advance basis must have written procedures to 
minimize the time between receipt of funds from federal agencies and payments to 
vendors/ payroll. NEON needs to strengtliejreMsting procedures to address Federal 
regulations. Although NEON has practices that result in minimal time 

between fund receipts and spending, procedu^wshould be more clearly documented 
to specifically address the timing issue required by the administrative principles. 

FR-2: Develop policy guidance to identify; record, and report program income in accordance 

with the Uniform Administrative Requirements for Grants and Agreements with 
Institutions of High^^yucation, Hospitals, and Other Non-Profit Organizations, 
Program Income st^e ^on . Recipient organizations are required to account for 
program income reWMf^^awjects supported witli federal funds. This process should 
be documented in the N§DN policies and reported quarterly on the FFR. 

Areas for Improvement include: 

FR-3: Roles and responsibilities for all financial reporting activities should be clearly 

identified in the PPM and the Accounting Manual. These descriptions should reconcile 
against each other and correspond to the job titles for the respective position 
di .crlptions. 


™ PPM Section 4.2.5 
>2® PPM Section 4.4.3 
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FR-4; Procedures and detailed step-wise methodology used to develop cash requests and 
FFRs should be documented. Tliese should include information on specify the source 
of information used to calculate the cash request amoimt and the FFR totals. 

FR-5: FastLane procedures for assigning the FL users access and, in particular, the financial 

functions, should be developed and documented. Procedures should include 
delegated responsibilities in the absence of tlie CFO and address segregation of 
FastLane functions to ensure that conflicts of interest are avoided. 
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6.6 Human Resources 


6.6.1 Scope 


This portion of the review included an assessment of the administrative business systems and 
the organizational structure in place to support human resources for the Facility. The review 
evaluated these systems to confirm that prescribed written policies and procedures were 
incorporated, internal controls were in place, and the systems were capable of supporting the 
Facility. The scope also included an assessment of whether tire systems in this core functional 
area are consistent with NSF expectations and explored the unique human resources challenges 
and issues drat confront the Facility. 


The review was refined. Select practices associated witli the principles on non-discrimination 
and drug-free workplace were reduced in-scope. The principles and practices^address written 
procedures associated with self-certificationi^o. A review of compensation strategy .was 
included. 

It was determined that a desk review and a site visit were necessaryv*''^^ 

/' ' ' 

6.6.2 Sources and Methods • 

• Awardee Participants: T. Beasley, J. Keller, R. Mmtm, Z. Rozsa and J. Waugh 


The desk review involved assessing the informatioh p^jj^ed by the Awardee and the 
information obtained via teleconference with Awardee staff. Additional information was 
gathered through discussions during the site visit. Appendices B and C contain a list of 
supporting documentation gathered during the scope of this review. 


A survey of Equal Employmi 
Awardee location by emplo; 
there are signs of discriminai 


.# I 


■01 





Opportunity (EEO) complaints and grievances filed at the 
r the last three calendar years'll was conducted to assess if 
:tt(^s (Table 7). 


»» Practice 2.1, 2.3, 2.4, 3.1, 3.3, 5.1 
Period covering from 2008 to 2010 
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Table 7. Results of EEO Complaints and Other Grievances' Analyses 


El f) C'onjplaint t)r Grievance (Type) 


Votal Received 
(Number) 


‘Vtljudicalion 

(Delemiination)' 


_ _Age __ I 0 

_ Disability _ I 0 _ 

_ CoUect ive Bar gaining j 0 __ _ ___ 

Oth er Non-Collective Bargain ing J 0 

Marital Statu s _ _ _0 

Natural Origin ^ _ 0 

Sexual Ha r assment _ 0 

__ Race 0 ___ 

_ 

Se x ____ _ 

'total ~ ' '__7____"7r7TZl 1 

NA= not applicable 

Metermination of w hether complaint/ grievance is in favor of e mployee o r eitp.pWer^ 


6.6.3 Observations 






PRACTICE 1.1. The A\ i Ic^ >hi>uM hA\ i dearly structure that has 

dired lesponsibility for Hie huihari re^nn e functioiiJ^iil^iOTtin^'the 1 acility^ 

Human Resources (HR) management structure and support is represented in the NEON, Inc. 
Organizational Charts and sub charts (i.e., Human Resources/. It shows staff responsible for the 
major HR functions which include management of learning and development, payroll and HR 
information systems execution, recruiting, total rewards and benefits, and administrative 
activities as outlined in tlie policies and procedures {e.g., PPM and Medium-Term Business 

Plan). 


cnent structure that has 
i Facility. 


As shown in the Organizational U^rts, the Chief of HR reports directly to NEON, Inc/s CEO 
and to the Board of Directors in the absence of the current CEO who was scheduled to leave in 
August 2011. It also shows that she leads a team that consists of five managers, including the 
Payroll/FIRIS Manager, the Administrative Services Manager, die Staffing Manager, Learning 
& Development Manager, the Total Rewards Manager, and a yet-to-be-filled Director of HR 
position. The lines of responsibilities and authorities are clearly presented though the current 
management structure described above is flat and top heavy. 


man^gfe'm^nt 
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PRACTICE 1.2. Roles and duties of staff members ies|H»TisiblL» for i». U‘i Mn’ 

Facility should be clearly assigned and defined. 

The roles and responsibilities related to the duties and functional areas of individuals providing 
HR support for NEON, Inc. are described in multiple written documents including the Domain 
Human Resources Strategy Plan, Salary Manual and PDs. Only recently has the HR Department 
structure been clarified and hiring near complete, with only one position remaining to be filled. 
Because of this extended delay, the Chief of HR has had to take on multiples roles such as 
managing the day-to-day operations of each HR function while still developing organizati<^% 
wide HR strategy plans with the CEO and Board of Directors. With competing job 
responsibilities the development of several strategic initiatives such as the NEON, Inc. 
Succession Plan and NEON, Inc.-Wide Training and Development Program has been delayed. 

With the exception of the Total Rewards Director, all other senior positions within this 
Department have dearly defined PDs. A short description, extracted from the individual PDs 
follows in the list; (1) "The Director of HR Assists the Chief Human Resources Officer 
(CHRO)m the development and implementation of organization-wide stiategy, policies and 
programs encompassing all aspects of human resource managei^^mchjding employment, 
employee relations, employee benefits, compensation, employe^^mifog, orgaruzational 
development, employee assistance and regulatory compliance;" (^P**Fayroll/HRIS Manager is 
responsible for overseeing, managing, and maintaining the Payroll Department. This position is 
also responsible for architecting, updating and main^^g the HRIS and Payroll System in 
accordance with all Federal, State and Local Laws rel^m^o taxation, labor and benefits. This 
position reports to the Chief of Human Resources and one or more direct report;" (3) 

"Under general supervision, the Staffing Manager is responsible for providing expert staffing 
services, strategic advice and counsel and acting as the primary subject matter expert on 
recruiting to NEON hiring managers and senior management. Also responsible for providing 
fuII-lifecycIe recruiting support, delivering high-quality, professional candidates, and 
maintaining excellent relatio^'^s While guiding hiring managers and candidates through the 
selection process, Imolemerim. r e Aiilm ent. staffing, and retention strategies that support 
business objectives. Provides and direction to all aspects of the recruitment process 

including; job requisitioqi design,^urcing, screening, pre-employment checks, compliance, 
offers of employment, and omboarding; "and (4) "...the Oiief of Human Resources, tlie 
Manager, Learning & Development will be responsible for managing tire learning and 
development plans for the NEON Observatory including plan design, development, 
implementation, metrics and administration of company training programs for employees at 
variou^eyels throughout the organization." 

PRACTICE 1.3. The Awardee should ensure that HR staff members receive continuing 
educational opportunities to allow them to successfully support the large Facility. 

The Training Records for All Facility document indicates HR staff has completed relevant courses 
related to their job functions {e.g., Employee Self Service Orientation Training) and other general 
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A limited review was conducted of the requirements associated with this principle. As NEON, 
Inc. does not have a written procedure explicitly detailing their self-certification process, a 
rough survey of related documentation (e.g., NEON, Inc. PPM, Diversity Commitment Letter fron. 
CEO and Employee Handbook) was conducted and no immediate concerns were identipedVilh 
their alignment with the requirements, though missing elements needs to be addresse’^This 
also reinforces the need for NEON, Inc. to incorporate an assessment of the policies and 
procedures into its self-certification process when it is developed. > .v i 


PRACTICE 2.1. The Av\g^ee should have mechanisms in plai 
employees are aware of tiKeorganization's nondiscrimination ] 



iipplii'jnts and 
practices. 


NEON, Inc.'s PPM summarizes the organization's policies and procedures related to 
nondiscrimination. Its sections address broad issues sucltas diversity, hiring practices, 
employment practices as well as the organization's complaint resolution procedure. 

;iFBA6II€B‘2.2< The Awardee should have mechanisms in place to liain selection niiicials and 
managers in their responsibilities in coinplving is ilh nondiscrimmation polices and prai tic es 

NEON, Inc. has recently liired a Manager for Learning and Development who will be 
responsible for developing a strategic approach to training. It does not appear that there are 
formalized requirements for training selection officials and managers on their associated 
responsibilities. ^ ^ 


PRACTICE The Awardee should 
nondiscriini]'*.iiUon practices as descri 
reasonable at comihodctiions for peop 
resolve discrimination complaints). 

NEON, Inc.'s Employee Handbook and the PPM collectively summarize organizational policies 
and procedures addressing mechanisms related to nondiscrinunation. 
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PRACTICE 2.4. The Awfirdei: shoiiM have nic<.lifinisn\s in phnv assi‘ss iH i unipli.int e willi 
noiidiscriinination pijlicies. 

The NEON, Inc/s Diversity Policy is outlined in the Diversity Policy of the explains the 

assessment process. As stated, "NEON is committed to continual assessment and evaluation. 
neon's Human Resources Director is responsible for reviewing the diversity policy annually 
to ensure it is dynamic, continues to meet NEON's operational objectives and is reflective of the 
contemporary society and culture in which NEON operates. NEON's Chief Executive Officer 
(CEO) and Human Resources Director are responsible for reporting on the level of diversity:., 
witiiin NEON. NEON will proactively inform and educate its staff on topics of diversity. 
Additionally, all other NEON policies and processes will be evaluated on a regular basis to s 
ensure they do not intentionally or inadvertently discriminate against, disadvantage and/or 
exclude any individual(s) or group(s) of people." 


No details are available to explain how the process will be carried outi^The^e 
documented. 




be 


i piacOy and provide eacli employee engaged in Uio 
^ment nobtvmg empUn 'Ts ot the requirements ol 
irding a Unig-free workplace 


PKl\( iV\} Mill Si 

MAINTAIN’ A DRUCi-FRFE \ 

PRACTICE 3.1. The A^arcl^ should hai| 
performance of the awai apuMished ” 
the organization's policies and processes! 

A limited review was conducted of the requirements associated with this principle. NEON, Inc. 
does not have a written procedure explicitly detailing their self-certification process, and 
specifically its compliance with main^rniiig a'drug-free workplace. A rough survey of related 
documentation (e.g., NEON, Inc. Commitment Letter from CEO and Employee 

Handbook) was conducted andj^mmedi^fe concerns were identified with their alignment with 
the requirements, though mj^^n gel ements needs to be addressed. This also reinforces the need 
for NEON, Inc, to incorporat^^^^l^ment of the policies and procedures into its self- 
certification process wheh it is i^^loped. 

''"5. 

PRACTICE 3.2. The Awardee should have processes and pmt ht es in place to respond to 
' lolcilionsot Ibi drug tjco v\orkplaLO polic\ 

NEON, Inc. puUines its drug-free workplace policy in the Employee Handbook. All employees are 
requ^fc) sign an acknowledgement form, which is part of the Handbook indicating that they 
fit* read, and will comply witli the drug-free workplace requirements stated in the 
Drugs^^l ,^^hoP33 and other related section. Throughout tlie Handbook there are clear 
statemenli^^einforcing the Organization's stance that violations can results in terminations. 


132 PPM Section 1.3.1 

Employee Handbook Section 7.3 
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There are no published procedures to explain the stakeholders and process for addressing 
violations. This needs to be outlined and published as soon as possible. 

PRACTICE 3.3. The Awardee should establish an ongoing drug-free awareness program. 

While both the PPM and Employee Handbook both address NEON, Inc/s policies related to drug- 
free awareness, it is not entirely clear what other steps or efforts are being carried out and how 
these reconcile with the requirements published in the NSF Grant Proposal Guide (GPG). An 
assessment of NEON, Inc.'s current policies should be reviewed and gaps addressed. The;?%^ 
updates should be incorporated in the appropriate organizational documentation, and staff 
alerted. % 



The short-term staffing strategy for NEON, Inc. during^ns traction is being executed as 
outlined in the HR Strategic Plan and as previously dfc^^d and reviewed in Financial Design 
Review. To determine current staffing levels analytic Jfeg^is were used to determine the 
number and type of people required, however no supporting documentation or further 
information was available to describe the tools used durmg the workforce planning exercises. 

As described by the Chief of HR, NEON, InCi currently has 138 staff and 26 open staffing 
requisitions. Further she estimated that at its peak NEON, Inc. would grow to approximately 
200 - 270 staff. This peak staf fing jevel would be mamtained during operations. The general and 
agreed-upon strategy prior l^^ations is tliat NEON, Inc. will revisit all positions hired for 
the construction phase. This recompetition of each position or a review of the 

incumbent in tlie position. NFC^^Inc. should further develop its staffing strategy in 
preparation for NEON operations. 

NEON, Inc.'s workforce planning model as described in the Salary Manual, consiste of four 
steps, according to the HR Strategic Plan, including: 1) conducting a supply analysis by 
involving creating a current workforce profile and reviewing trend data; 2) providing demand 
anah sis by idt ntif\'ing staffing patterns and anticipated workload and project changes; 3) carry 
out a’gapaq^ysis to determine future gaps (or surpluses) in the number of staff and identify 
changes ui workforce demographics; and 4) developing staffing strategies which include 
recruiting,-succession planning and employee training and development. 
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NEON, Inc. emphasized that training, development and professional growth is considered 
important to ensure the organization retains high quality staff throughout the construction 
period. Since hiring the new Learning and Development Manager, the HR Department has 
begun its plan to develop new NEON, Inc.-wide internal training program to support this 
position. According to the Chief of HR, the deadline for creating the organization-wide infernal 
training program is September 30, 2011. While it is recognized that a long-term comprehel\§i^^ 
training program is important and particularly helpful in keeping staff, HR should focus ' 
initial training efforts on issues that are related to maintaining compliance such as limikard and 
credit card policies. This approach would also enable HR to complete other pending priorities 
and issues. , - 

In addition to the NEON, Inc.-wide internal wide training program, the recently hired Learning 
and Development Manager and the Chief of HR are developing a succession plan. NSF 
requested that NEON, Inc. submit a succession plan on July 1, 2QH to address risk associated 
with departures or changes in C-level positions. This is overdue and should be addressed 
immediately. As described by NEON, Inc. during the site visit/ delivery of the succession plan is 
lagging due to competing priorities (e.g., organization-wide training program) and challenges 
associated with the departure of the current CEO who is scheduled to leave NEON, Inc. in 
August 2011. ^ 

In addition to the succession plan, HR is curreh||i^ Uie final stages of developing a 
Performance Assessment Program for NEON^ ll^Slaff as described during the site visit but no 
launch date has been set. Further there arfe no CuSently written policies and procedures to 
address this. This is critical as hiring, coiistruetion and operations ramp-up. 


li ii' u 




PRACTICE 5.1. The Awardee should provide mechanisms for empU 
express concerns witirout fear of reprisal 

Persqgffie^policies arid procedures related to compliance with laws and regulations associated 
with ■ recruitment, hiring and employment are outlined in the PPM and the Employee 
HandboohK Both documents are available to all NEON, Inc. and staff providing support to 
NEON. NEON, Inc.'s policy on prevention of retaliation, as described in the PPM expressly 
prolribits retaliation, including harassment, intimidation, adverse employment actions against 
employees who raise suspected violations of law, cooperate in inquiries or investigations, or 
identify potential violations of NEON, Inc.'s whistleblower policies. Further, the policy states 
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that any employee who engages in retaliation will be subject to discipline up to and including 
termination. For individuals who believe that he or she has been subjected to any form of 
retaliation as a result of reporting a suspected violation of law or policy, the process requires an 
immediate report on the retaliation be submitted to the CEO, the COO, the Director of HR, the 
employee's immediate supervisor, or a representative of the HR department. Supervisors, 
managers, and HR staff that receive complaints of retaliation must immediately inform the 
CEO, the COO, or the Director of HR. 


Allegations of harassment, discrimination or retaliation will be investigated promptly, 
thoroughly and impartially according to the PPM. The investigation may include individual 
interviews with the parties involved and, where necessary, with individuals who may have ' 
observed the alleged conduct or may have other relevant knowledge. This process is also 
utilized to investigate workplace issues. A Complaint Resolution Procedure i^lSed to resolve 
all employee concerns related to personnel matters. During discussions, NEO^On^ indicated 
that an Ombudsman would be hired to informally facilitate and resolve empIoye^Sisputes. 

(MIIIKRIMIW \KI \s 


Compensation Strategy 




NEON, Inc's current salary structure is documented in the Salary Manual It provides the 
organization's compensation strategy and identifies %^b descriptions and salary grades 
associated with those positions. Tlie Salary Manual ccfej^details such as job summaries, job 
families, salary scales and grades. There is an ongoingcoiKem, which was expressed, about the 
salary ranges and potential growth to the upper bounds of the existing scales. As currently 
adopted, the highest salary grade 19 has ^|m per bound of $482,024. 

Salary growth toward and new hires ir^^lgper ranges have the potential for significant 
impact on the NEON opera ti on^ udgetl would not be sustainable. While the Chief of HR 
and COO noted that genera^^ NjON ^ Int.'s salaries are below the salary grade midpoints, they 
also emphasized that job man^^re^^ch and analysis was done to ensure that NEON, Inc.'s 
positions and salaries were con-^^able to other similar jobs. NSF also expressed concern that 
the analysis included comparisons with positions in the "for-profit" sector and suggested that 
the approach be revisited using only not-for-profit comparisons. There is no subsection in the 
Salary Manual used to. describe tlie market research analysis conducted by HR. This should be 
developed in NEON^f Inc. written policies and procedures. 

6.6.4 Results ' la 


Areas oRZonCem: None identified. 
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Areas for Improvement include: 

HR-1: NEON, Inc. should consider investigating other organizational structures for the 

improvement of HR operations. There may other organization arrangements that are 
more efficient and effective. 


HR-2: 


HR-3: 


HR-4: 


HR-5: 


HR-6: 


HR-7: 


HR-8: 


HR-9: 


NEON, Inc. should ensure tirat it addresses outstanding NSF-stated concerns and 
expectations related to the development of a succession plan. 

HR should outline a strategy to deliver training courses on high risk issues to alfi,, ’%ii, 
NEON, Inc. staff with the initial focus on required job functions and coippliancei '■««, 
concerns such as safety, travel and expense reporting, and procurement policy. 

NEON, Inc. should develop written procedures to demonstrate and yalidatea 
sufficient process for self-certification of its compliance with disorimjnajion against 
persons based on race, color, national origin, sex, or handicap. Current practices are 
not structured and have resulted in select requirements not being, addressed. 

NEON, Inc. should develop written procedures to demonstrate and validate a 
sufficient process for self-certification of its compliance withrdrug-free policies. 

While NEON, Inc. are planning strategies to manage their workforce, these are mostly 
short-term an informal in practice. More str^^red short and long-term workforce 
plaraiing should be developed and written. J tild include a consistent approach to 
aligning the workforce with NEON's mi'ssibh and objectives. 

’ , y 

The staffing strategy for operations; has! teen delayed due to changes in funding. 
NEON, Inc. should develop a model for more easily determining staffing levels under 
different funding scenarios; This would enable HR to tetter plan. 


The NEON, Inc. s 
submitted to NSF as 



nplan for C-level positions should be completed and 


Tire Performance Assessment Program should be completed, documented and 
executed as SQonas possible, within the next six months. This is especially important 
given the growth in staff during construction and need to maintain and retention the 
organization. * 

HR-l,^"'‘^EON, Inc.'s compensation analysis should be reviewed to include market data from 
not-for-profit organizations (c.g., academic institutions. Federal and State 
''Governments, and non-profits). NEON, Inc. should work with NSF Program to review 
me results and determine the appropriate next steps if excluding the "for profit" 
comparisons results in significant differences to salary ranges. 

Best Practices : None identified. 
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6.7 Procurement 


6.7.1 Scope 


This portion of tlie review included an assessment of tiie procurement administrative business 
systems supporting the large Facility and the organizational structure in place to support these 
functions. The review evaluated these systems to confirm that prescribed written policies and 
procedures are incorporated, internal controls are in place, positive efforts are made to use 
businesses led by underrepresented groups, and that systems are capable of supporting th^ 
Facility. In addition, the review determined whether procurements are conducted competitively 
and whether detailed procurement records documenting tlie procurements and purchases 
maintained. The scope also included an assessment of whether the systems of this core 
functional area are consistent with NSF expectations and compliant witli the tqrmsand 
conditions of the NSF award. 

The review was not refined. 



It was determined tliat both a desk review and a site visit were necessary. 

6.7.2 Sources and Methods 

• Awardee Participants: L. Anderson and D. Pe nd leton V 

The desk review involved assessing the informatiofr p^^ed by tlie Awardee and the 
information obtained via teleconference with Awardee staff. Additional information was 
gathered through discussions during the site visit- Appendices B and C contain a list of 
supporting documentation gathered during the scope of this review. 

A master list of procurement was provided by the Awardee. It included a variety of 

procurement actions coveriiwm^ategory types outlined Table 8. A representative sample of 
procurements was selected utilization of the procurement systems. For each 

sample, the source supporting ^^mentation was examined against selected attributes, in 
Table 9, as appropriate for the procurement type. The results of the review are presented in and 
are outlined in Table 9 and Table 10. 




134 Period from February 2011 to June 2011 
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Table 8. Summary of Selected Procurement Samples by Dollar Value 


Ca 

Ctypet 


'JfQtJj \ 

Subawards 

X 

0 

contracts/purchase order 

<5 

3 

contracts/ purchase order 

S5 and <25 

5 

contracts/purchase order 

>25 and <250 

3 

contracts/ purchase order 

>250 

0 

credit card 

<5 

3 

TOTAL 

14 


Table 9. Summary of Results from Procurement Analysis - Purchase Order 






; 

r 

J 

u 

3 

f 


•z 

> 

g. 

1 

.A 

J\po 

Doi \o 

Vendor 


•4 

4‘ 

-a. 


1 

II 

II 

1 1 

■£ X 

< o 

j, 

Purchase 

Order 

000999 

CIMEL Electronique 



OK 

OK 

OK 

NA 

OK 

OK 

OK 

Purchase 

Order 

001000 

University of 
Arizona 

9,95 

'OK 

OK 

OK 

OK 

NA 

OK 

OK 

OK 

Purchase 

Order 

001057 

OfficeScapes 

7.66 

OK 

OK 

OK 

OK 

NA 

OK 

OK 

OK 

Purchase 

Order 

001060 

Boulder Engineering : 
Studio, LLC^ 

10.0 

OK 

OK 

OK 

OK 

NA 

OK 

OK 

OK 

Purchase 

Order 

001264 

Redstones Land, LLC 

241 

OK 

OK 

NA 

NA 

OK 

OK 

OK 

OK 

Purchase 

Order 

001346 5^ 

ll^wietfe-Packard 

C^pmpany 

8.56 

OK 

OK 

OK 

OK 

NA 

OK 

OK 

OK 

Purchase 

Order 

2023 

Labsphere 

68.8 

OK 

OK 

OK 

OK 

NA 

OK 

OK 

NIF 

Purchase 

Order 

2057 

Schmidt Enterprises 

3.60 

NiF 

OK 

OK 

NA 

NA 

NA 

OK 

OK 

Purchase 
Order ' 

2247 

Grainger, W.W. 

12.6 

NIF 

OK 

OK 

OK 

NA 

NA 

OK 

OK 

Purchase^ 

Order 

^2251 

B&H Foto 

(3.12) 

OK 

OK 

OK 

NA 

OK 

OK 

OK 

OK 

Purchase 

Order 

2319 

Insight 

(3,85) 

OK 

OK 

OK 

NA 

OK 

OK 

OK 

OK 


OK - meets review requirements; NIF = documentation not in file; INSUFF= file documentation does not 
meet requirement; NA - not applicable ^values have been rounded 


Report Release Restrktioiv Tliese reports are internal Natima! Sdence Foun^Hon itwrds and they are ml fc be rcleaseii h anyone outside of the NSF xoitlmt 
adiminxd approiml by the Large Facilities Office, Office of Budget, Fimntx and Award Mam^ttKnl and/or Hk Legal Analyst in the. Office of the General Counsel. 
All infimnation contained in tlvse repiyrts must be treated as cmfidential end are not to he used for purpoxs oilier than originally intended U’itbmt prior 
conatrreno’ as noted aboiv. 


NEON, Inc/NEON BSR Report 


-82- 


FINAL REPORT 






222 



National Science Foundahon 


PROCUREMENrr 


Table 10. Summary of Results from Procurement Analysis - Credit Card 



Credit Card 

ER2455 

fonEtra 

9.42 

OK 

OK 

OK 

OK 

Credit Card 

WEE2850 

Wee Total 

0.48 

OK 

OK 

OK 

OK 

Credit Card 

NAGAR2855 

Nagar Total 

21.4 

OK 

OK 

OK 

OK 


OK - meets review requirements; NIF = documentation not in file; INSUFF= file documentation does not 
meet requirement; NA = not applicable ^values have been rounded " ^ i 



6.7.3 Observations 




rKl\( in I I \ MW \(,1 Ml M SIKLCLURf-ivUOLLi} 

nil I'RiK I'ui Ml MUM iKi.Siso’i; liiPrx'ltf.trY. ’ 

FRACI'lCt 1.1. 1 he Awardee 
direct responsibilitv lor thej: 


[ement structure that has 
'acility. 

The Procurement &Contracts (P&C) Department wit^^^e CFO's office negotiates and 
executes all procurement activities for NEON, Inc. of the construction and operations 

of the NEON Facility. The management structure fqrSi^is clearly articulated within the 
Procurement and Contracts Guidance Manual {PCGM) and PDs, although the positions are not 
aligned with the NEON, Inc. Organization Omrt.^ ^ 

The lines of authority and responsibilities of P&C staff are illustrated in the NEON, Inc. 
Organizational Charts, the PCGM and, the NEON Organization Plan. Collectively tiiese documents 
provide an integrated view and a description of the relationships P&C manages internally 
within the CFO Organization and across the NEON project to ensure Project Managers are 
receiving necessary acquisition and contract support As outlined on the NEON, Inc. 
Organizational Charts, P&C staff positions currently supporting PR functions for NEON, Include 
the Director of Procurement and Contracts, the Assistant Director of Procurement, a Senior 
Buyer and a Contract Specialist During the site visit, P&C announced they recently made three 
new hires to their team which included a Senior Contracts Administrator and two Contract 
Admi nistr ators to administer the increase in new acquisitions and contracts for the construction 
pha^rof^e Facility, 

PRACTICE 1.2. Roles and duties of staff members responsible for for the Facility 

should be clearly assigned and defined. 


The responsibilities appear to be well-articulated in their written procedures and policies (PPM, 
PCGM and PDs). The P&C staff is clearly aligned within die CFO organization and actively 
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interfaces with the other departments Finance and Logistics on procurement specifications 
for long lead items, complex procurements that may require market research or construction 
evaluation criteria which are consistent with the annual acquisition plan). 


Per the NEON PPM and PCGM, staff members have the delegated authority to accomplish their 
duties. Authorities of P&C staff are designated by position or function in the Signatory 
Authority^^^ as well as throughout the PCGM including. Delegation of Procurement Contracts 
Authority.^'"’*’ 

NEON project staff coordinates almost every procurement function with P&C in order to obtain 
any good or service which is above the credit card threshold of $1,000. The processes from^ “ 
procurement planning for large or sole source acquisitions 60 days in advance of receiving the 
actual requisition, to developing the solicitation package, to evaluating quotes and offers, to 
contract administration including accepting deliverables, to processing invoices, fiimlly to 
closing out of the acquisition are clearly outlined in the PCGM and PPM. lacit'orie of diese PR 
functions requires coordination with the responsible P&C staff member, v 

• V# 

PRACTICF 1.3. fhe Awardee should ensure tliat procurement staff members receive 
conlinuing educational opportunities to allow them to successjFulI^ support the large Facility. 

Specialized training is emphasized for all members of the pt^stS. Training records indicate 
P&C staff has completed courses on managing Feder|^^pntra^ and cooperative agreement, 
construction contracting, managing supplier diversit^^-^U as attending National Association 
of Procurement Managers to remain competent in their^OTe functional area. HR, the CFO and 
P&C management encourages and will fund staff to attain CCCM and CPCM certifications. 
Plans are underway for the New Manager of Training and Development to develop a focused 
training curriculum for all members of the P&C staff. 


The P&C staff have develop^ 
new NEON employees and 
conduct ad hoc training sessio' 


•house training curriculum on procurement procedures for 
^ amiual refresher as outlined in the PCGM^^^. P&C staff 
r^ON staff as changes in policy occur. 



11*112 nil mvKinr siiounnwi \o\iji mi ( omkofsior 

M 

PRACTICE 2.1. Procurement responsibilities^J^^egregated fro!j|tthe olfice requesting and 
acceptmg the deliverable and from the finant^^anagement r^ionsibilities. 

NEC^^ft@cufement responsibilities are appropriately segregated. NEON, Inc.'s Organizational 
C}wrts,M^)N Organization Plan and PPM indicate discrete lines of autliority between the duties 


135 PPM Appendix E 
PCGM Document C2 
PCGM Document Cl 
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of Finance and P&C while maintaining appropriate checks and balances. PCGM clearly 
identifies tlie P&C as separated fi-om NEON's other internal customers and remains 
autonomous in its ability to complete its mission unhindered fi-om other functions, such as 
receiving and accounts payable, to avoid any internal control conflicts. In addition, the PCGM 
also clearly restricts the CFO and CEO fi'om authorizing their own procurements. In the 
samples reviewed, the delegation of autliority was managed correctly. The review also 
coifiirmed that sufficient time was available to P&C staff to review the procurement requests, 
solicit adequate sources, and issue awards appropriately. 

PRACITCE 2.2. Controls should b* in plat;d to ^sure that approval thresholds are appropriate 
and related delegations'of aiithoritvarefloCfext^ded without authorization. 

The P&C Director is authorized to sign any award document for Leases, Acquisitions, and 
Subawards without regard to dollar limit. He is also authorized to delegate this authority. The 
Senior Buyer and the Senior Contract Administrator are authorized to make procurements up to 
$50K and $250K respectively. The Procurement office has a credit card threshold of $30K. For 
small purchases, NEON also has an established Credit Card Program wliichds managed by tlie 
Finance Department 

The procurement module in tlie Maximo system has certain controls in place to ensure that 
approvals are obtained and related delegations of authority are not exceeded. The Signatory 
Authority in the PPM's^^®, is the policy document th^^^vides the Board's approval for tlie 
P&C Director to enter into contracts binding NEOHal^f Within his discretion, to further 
delegate this authority. This procedure sets forfii'lii^ approved delegations and sub-delegations 
of contract signature authority to various administrative officials for contracts on behalf of 
NEON. Names, staff titles, and procurement level ,autliority are listed in the State of Colorado 
Participant Agreement The Delegation Atfthprity^^o of the PCGM reaffirms the authority and 
is consistent with the PPM. During on sit^ discussion it was learned that staff outside P&C had 
delegated authority to enter b^^acilify lease agreements for the sites. The parameters of this 
autliority should be identfii^ ai ^Sjp^fer eiiced in the appropriate policy documents. The review 
of the sampled files (Tabje 9) c^&iS^ that the correct approvals were used in all cases. 

PRACTTO' 2.3. Written SlaiidaidsotConduct should be inaiiifamedaa required h. JC I li 
215.12 'C odes ot Conduct ' 

The PPM provides detailed guidance and standards for all of NEON staff regarding Conflict of 
InteresHCOI) activities and relationsliips within the Human Resources, Human Resources 
Policies, ^nfiict of Interesfi^^ section of the PPM, "Conflict of Interest", mirrors all pertinent 
Federal Government requirements. Each procurement staff authorized to make acquisitions 
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signs an annual statement of compliance acknowledging tliat they are aware of the institutional 
standards of conduct. However, the procedures do not address the process that should be 
followed if a COI were identified. This should be addressed. As staff increases and duties 
expand, there may be benefit, particularly for the P&C staff, to have these requirements 
reiterated in an annual training program to ensure fully understanding of these requirements. 
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Pli-M'l U'l 3.1. iittcn policies and procedures should have a provision to avoid the purchase 
of unnecessary ite: 


Provisions are in place to avoid the purchase of unnecessary items as outlined in the 
Procurement and Contracts, General Procurement Guidelmes, Purchase of the Necessary 
Items^42 section of the PPM. This requires the procurement staff to review expenditures for 
necessity, and the policy clearly proliibits unnecessary purchases. It adds guidance for 
requestors to consider doing analyses for "Make or Buy" and/ or "Lease versus Purchase" 
arrangements. The Sample Purchase Requisitions and Sample Purehas'e Orderi^^ of the PCGM 
requires that the purchase requisition package contain a statement from the requestor that the 
item being procured is necessary for the project before a PR may beissued for the item or 
services. The purchase requisition must be reviewed and approved by a department supervisor 
before it is forwarded to P&C for processing. The su^^n^or is required to ensure that the 
requested procurement is necessary and the stateme^^^^ded. There is no dollar tlireshold for 
this required certification. 

Adequate justifications were included in all of the sample procurements reviewed (Table 9). 



, where appropriate, an analysis 
lid be tile most economical and 


PRACTICE 3.2. Written polia^ procedi 

of lease and purchase 
practical procurement 

Tlie General Procurement Guida^es section of the PPM^^ provides general guidance to staff 
on Lease versus Purchase decisions with more specific processes and procedures detailed in the 
PGCM Equipment Lease or Pufehase.^^^ xhe PCGM also includes examples of some basic 
analysis requiremente for some theoretical purcliases which is helpful. However, NEON, Inc. 
may want to consider incorporating OMB Circular A-94 into the PCGM for determining 
whether to lease or buy. The circular takes the Lease versus Buy evaluation to a higher level of 
consi^lagon and analysis. Given tlie large acquisitions starting in FY 2012, the enhanced 
guidance could prove to be useful. 
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One of the steps in NEON's lease-buy process is to issue a solicitation which appears to be for 
obtaining costs for the lease versus buy analysis. While Requests for Information (RFI) are 
appropriate for obtaining pricing information, there should be a statement on the RFI 
solicitation that the issuance is for information gathering purposes only and that no award will 
be made as a result of this RFI. Requests for Proposals (RFPs) are the instruments diat should be 
used for selecting a vendor cifter the decision has been made that tliere is a necessary 
requirement to be purchased. RFPs are costly exercises for vendors to go through and should 
not be used for information gathering. , t 

PI<A.C“I IC'F 3.3. Wrilton policies and procedures should require standards lor solu itatiuii'. Um 
goods and services. 

Various Documents in the PCGM provide standards tliat are expected to bens'ed by NEON, Inc. 
in developing solicitations. Statement of Work’^*, Specifications and Purchase Description 
provides requestors and procurement staff an extensive discussion on the rationale for clear 
concise specifications, examples of types of specifications (functional/ performance and detailed 
specifications), and the process used to expand "Brand Name or^^al" specifications to 
functional performance descriptors, so that potential offe^^^t^^i^n the Brand Name offeror 
will have a clear understanding of NEON, Inc^s requirer^^^ fegh p^tions. Evaluations, and 
Award of Quotations,!^^ requires that NEON, Inc. staff noti^offerors and quoters of the basis 
for award. The PCGM specifically states that vendor^^toot Sttitled to the relative importance 
of the factors although ihis is inconsistent with Feder^^^petitions. NEON, Inc. should 
consider providing relative factors to ensure that vendi^Vill focus on the areas where tliey 
need to place emphasis. 

Oral solicitations procedures in the PCGMH8 require that procurement staff use a low-price; 
technically-acceptable method for making selections for purchase orders up to $30,000 in value. 
PCGM, Best Value Procuren^S^^ discusses, as a corollary, the selection methodology for 
written solicitations of choo^g^^elowest price, technically acceptable" offer. Both oral and 
written solicitations require tiwfcwming official to establish what is acceptable in order to 
meet NEON, Inc/s requirement. Farther policy statements and directions are included for 
Brand Name or Equal solicitations,i50 use of the metric system,i5i and Recycled Products.i '^2 
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The procurement files should include documentation of solicitations and quotes that adhere to 
standards described in Procurement Procedures^^s and to the Awardee policies and procedures. 
The Procurement Compliance and File Checklist in ti\e PCGM^'’^ require that files be maintained 
for every acquisition. The File Checklist^^s furd^er requires tliat the dociunentation be both in 
paper hard copy and electronic format for all pertinent procurement files in accordance witli the 
procurement standards. It specifically identifies the Contract Administrator/ Buyer to 
appropriately document die procurement file. The implementation of the policies appears to 
require some improvement or additional monitoring and oversight. For example, while 
sampling die hardcopy purchase orders there were documents missing in the hardcopy fi|b b,ut 
were contained in the electronic systems (Table 9). The three new P&C staff members inL,tife 
Department should be fuUy capable of ensuring all required records and supporting f, 
documentation are maintained both electronically and in hard copy format. 

I’UINt irn » Mil AWARniirSlIOULOI'NSL’RI HIAl’ FI«)< Utl MI M'' \KI ill'll 
M 1 1 < 'MV h ANI ) HAVE BEEN COMPLEXmVELY SELEC MM 

PRACTICE 4.1. C.'ost or price analysis should be performed and the basis for the cost or price 
should be documented in every file. ^ ^ 

The Price and Cost Analysis/ Dc^termination of Price Reasonableness outlined iii the PGCM 
requires that a determination of price reasonableness be documented for every procurement. 
Guidance is provided to assist P&C staff in making this determination. Different approaches are 
described including, for example, use of competitive quote?/ offers to in-house developed price 
estimates where there may not be multiple quotes. The"^llcitation, Evaluation & Award of 
Quotations outlined in the PCGM encourages contract personnel to use best value procedures. 
Price and other non-price factors, such as past performance and quality, are used for 
appropriate larger procurements. The Solicitation, Evaluation & Award of Quotations outlined 
in the PCGM also contains additional factors that should be considered in tlie selection process. 
Cost analysis is als 
specifically, labor, 
reasonable. 

Sampled files reviewed included documentation to support the cost/price analysis (Table 
9TablelO). 

PRACTICE 4.2. Procurements should provide full and open co npetilion in contractor selection, 
in i.om}'lijniiM\ith 2 (. 1 R 21^4' 

neon's policy il documented in tire Extent of Competition in the PCGM, which promotes open 
and free competition to the greatest extent possible. There is an acknowledgment fiiat resulting 


o discussejMSi^cting the procurement staff to analyze the cost components, 
materials^q uiBment, overhead, and profit to ensure tliat the costs is 
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benefits from following this policy include potentially better prices, better quality, and faster 
delivery schedules along with prescriptions for developing requirement statements tliat attract 
competitive bids. The Document reiterates statutory and regulatory requirements which 
promote competition and set standards for purchasers who would wish to pursue limited 
competitions. If competition were to be limited, the Extent of Competition in the PCGM requires 
a well-documented justification for all single-source acquisitions above $5K, signed off at ever 
liigher management levels as the dollar value of the procurement increases. 


The "Rule of Three" is NEON, Inc/s criteria for competitions no matter the dollar amounf bf the 
award. NEON seeks fiiree offers for each competition. Even though there is no conflict with 
OMB Circular A-110 or tlie Cooperative Agreement terms and conditions, this rule may not 
effective when applying to large acquisitions which NEON will soon be conducting. Seeking 
additional offers can bring down prices and increase the likelihood of obt^iniijg'a betteF 
techiiical approach. 


X: 


PRACTICE 4.3. The basis for contractor' selection should be documented. . 

The Hard Copy and Electroiuc Filing section of the PCGM state&fliat "aEprocurements be 
documented" and prescribes how and what is retained in each procurement file. The details of 
the required elements necessary for tire basis of each selection<m,ethodology are specified. The 
methodology used is summarized on either the short or long form procurement summary in the 
file. 


Kurninte 


The sample procurement files reviewed included documS^tation to support the selection of the 
contractor and addressed the factors that were considered such as quality, availability, and past 
performance. 


PRACriO* 4.4. Iho Awardeti'siontiaolirtgiuethoJsdonotaUowcontracttvpostliatare 
precluded in federal procum^^ts nor awards to parties that have b ’ct excluded troni 
It (.ti\ mg ftdtrd prccuremt-nls 

P&C staff follow intemal guida^^procedures to ensure that appropriate contracting 
instruments are used and the, prospective contractors are not suspended or debarred. The 
PCGM Preface includes a cross references guide between NEON policies and procedures and 
those cited in Purpose of Procurement Standards.^56 Written Procedures^57 prohibits recipients 
of Federal funds from using cost-plus-a-percentage-of-cost and "percentage of construction 
cost'" types of contracts which are emphasized in Consideration of Contract Types. 

How^vefrthe text does not directly identify the "percentage of construction cost" as a 
prohibited’ type of contract. This oversight is somewhat remedied in the General Procurement 
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Guidelines section of the which identifies both types of contracts as being prohibited. 

The listing in G4 should be revised to include the "percentage of construction cost" as a 
prohibited contract type. 


As part of their pre-award oversight review, P&C staff access the General Services 
Administration's online Excluded Parties List System to verify that the potential 
vendor/ contractor is not suspended or debarred before a contract is executed. This verification 
is documented by P&C in the hard copy procurement files for all procurement contracts over 
$25,000. A Debarment and Suspension clause is incorporated into each contract, consistei^f ^th 
PCGM, Document No. F3 Debarment and Suspension, requiring each contractor to certify fiiat 'i 
they are eligible to negotiate with the government. 
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PRACTICE 5.1. Staff who request and approve procurements should be encouraged to procure 
from small, minority-owned, disadvantaged, and/ or woman-owned businesses. 

Policies are in place to encourage staff to seek under-represehta^^^Usihesses when awarding 
contracts. For example, the Small, Minority Owned, Busiriess.Own^robjectives’**’ outlined in 
the PCGM discusses the need and desire of NEON, Inc. to enter into contracts aird Purchase 
Orders with underrepresented owned businesses (e.v#«Stomen and Minority-Owned Small 
Businesses). The P&C staff also has information avm^^S to how to determine an 
underrepresented vendor. The Small, Minority OwneoTStfsiness Owned Objectives’*’ outlined 
in the PCGM provides staff guidance on utilizing under-represented firms and encourages staff 
to contact the local Chambers of Commerce, Small Busmess Advocacy groups and the Small 
Business Administration to identify tile potential vendors in the local area. 

Although the policies on tlie^^tols are in place, there is little indication that they have had a 
substantial effect on increasfc patidpation of under-represented groups. There was no 
evidence to demonstrate that n^eg^ls have been pursued. Further, significant goals were 
lacking in NEON's Subcontractii^Plan. The initial goal level in 2010 was between one and two 
percent of NEON, Inc.'s, total procurement dollars with a planned growth to only five and six 
percent in 2014. During discussion, the Director P&C indicated that he would develop a Small 
Business Plan and renew his contact at the Chamber of Commerce in order to increase diverse 
resources to support the construction phase of the project 
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NEON recently implemented a contract management module in tire Dyiramics SL system to 
provide the P&C staff with the ability to create and track cradle-to-grave contracts and 
agreements. The system allows staff to review budgets and schedule impacts before Are work :k 
proceeds, streamline modification and change order approvals to reduce the risk of ^ ^ " ' 
unauthorized work, manage compliance control documents (drawings, permits, prodl^ 
insurance, performance bonds), and monitor subcontractor performance. Extensive traimng has 
been provided to staff on the system features. ^ 

The Contract Administration^^^ document outlined in the PCGM includes procedures related to 
breaches, disputes, liquidated damages, and termination if any of these situ£^tioiis were to occur. 
Guidance is also provided on contractor performance assessments^ One of the assessment 
controls requires tliat the responsible P&C staff member assure tliat invoices are processed 
properly. However, there were no details on the mechanics of how this should be done. 

Desktop procedures should be developed to eirsure diat invoices are reviewed and approved by 
tlie technical director, P&C CA and Finance in accord^a^ with appropriate criteria and 
processed appropriately. 


Adequate closeout procedures are in place to certify, that the work has been completed and all 
deliverables received. The Post-Subaward Momtoring, Close-Out^^^ section of the PPM requires 
that a Subaward generally be closed-out withm 60 days after its expiration date. Appendix K - 
Contract/ Agreement Closeout Form^64 outlmed in the PPM, is a check off sheet addressing all 
items that should be consider^^ch asr de-obligating funds, receipt of final reports, and 
property disposition. The Si^w#d CloseouP^ document in the PCGM provides clarifying 
instructions over the PPM. Tl^^v^^no closed agreements included in the sample analysis. 
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PRACTICE 7.1. Policies and procedures include tlie requin*ment to flowdown the appropriate 

Thest^cMrd NEON general terms and conditions include the required flow down provisions 
identified in the NSF Cooperative Agreement terms and conditions. The Federal and 
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Regulatory Flowdown References^^^’ section of tiie FCGM, lists fifteen mandatory flowdown 
clauses and certifications tliat should be added to NEON's subcontracts. Given the upcoming 
amount of construction and equipment purchases necessary for the next phase, it was critical to 
see such clauses as the Davis-Bacon, Copeland Anti-Kickback, Buy American Acte as 
mandatory flowdowns. Flowever, the listing is not comprehensive. All required flowdown 
clauses and provisions which are discussed in PPM and PCGM, including ARRA requirements, 
should be included in the Federal and Regulatory Flowdown References section. 


All contracts in excess of the small purchase threshold should contain contractual provisibhiSs 
allowing for administrative, contractual, or legal remedies when the contractor violates or 
breaches contract terms. The Breaches and Dispute Resolutions^? document in the PCGM 
requires that each subcontract valued at or above $100K add a clause which allows NEON, Inc. 
to terminate that award for default under the conditions described within^^e ctStise. However, 
there was no similar requirement or prescription for Terminating for Conv^^S^e.jThe 
prescription provided in the Termination for Convenience^^® outiined in the .^W^ould be 
included in the NEON General provisions. The termination clauses for capseand convenience 
are of particular importance for NEON, Inc. as it approaches the Construction Phase. Not only 
will contract dollars increase dramatically but construction contracts are often fraught with 
Claims, Stop-Work Orders, Contract Deficiency Reports, Delays, etc. The importance of 
including the proper clauses as a basis for remedies cannot be overstated. Construction is a very 
litigious activity with a high risk factor. 


The sample review confirmed tliat appropriate flowcft^nl)rovisions, consistent with the NSF 
Cooperative Agreement terms and conditions, were inc^Sed in the subcontract agreement files 
that were reviewed (Table 9). 
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The processes and actions necessary to comply with procurement and subaward-related terms 
and conditions of tlie cooperative agreement are documented in NEON's and PCGM.^^® 

The PCGM^^ include the following subsections: 1) Determining Subaward and Procurement 


PCGMgecti^ T 

PCGM Document H2 
^^PPM Section 4.1.2 (BB) 
^69 PPM Section 4.1 (A) (B) 
PCGM Document G15 
PCGM Document D1 
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Contract, 2) Subaward Selection, 3) Award Administration and Monitoring, 4) Subrecipient 
Audit Requirements, 5) Subrecipient Risk Monitoring, 6) Cost Allowability by Subrecipient 
Entity, 7) Subaward Closeout, and 8) Record Retention. The guidance in these sections focuses 
on meeting the rolled down requirements of the cooperative agreement. NEON, Inc. During the 
BSR site visit meetings with P&C, NEON, Inc. confirmed that they only executed one subaward 
to Science and Engineering for $10 million and the subaward followed all of the terms and 
conditions outlined in NEON, Inc.'s policies and procedures. 


6.7.4 Results 

Areas of Concern : None identified. 
Areas for Improvement include: 


\\ 

\\ 


PR-1: P&C should develop a tracking process to ensure proper checks and balances are 

maintained in practice as outlined in the PPM and PCGM. ^ v 

PR-2: Include all individuals with delegated authority to enter into lease agreements mto the 

Approval Authority matrix. 

f 

PR-3: Conduct annual training sessions for P&C staff tO:reiterate the Standards of Conduct 

policy and the Conflict of Interest requireme nte. 

PR-4; Given the large amount of construction plai ^& luring the near future and the wealth 

of minority-owned firms and small bqsmess inme construction trades, NEON should 
revisit their five year goal and develop a plan to actively seek under-representative 
participation. 

■, : ^ ' 

PR-5: Develop desktop procedures for the review and approval process for all subcontract 

invoices to ensure ^^^e contracted work effort is consistent with the criteria 
established in the Aitri&ua l agreements. 

PR-6; Include all required flowdown provisions that are identified in the PPM and PGCM, 
including the termination for convenience clause, as part of the Federal Regulatory 
Elowdown Rcferoncesi72 section in the PCGM. 

PR-7: Ensure that practices and procedures outlined in die PPM and PGCM for subaward 

monitoring activities are followed. NEON has had limited opportunity to put these 
' policies and procedures into practice but are encouraged to ensure that these will be 
followed. For example, P&C should develop a form to collect information from 
subrecipiente' A-133s. 


Best Practices: None identified. 
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6.8 Property and Equipment 


6.8.1 Scope 


This portion of the review included an assessment of the property and equipment 
administrative business systems supporting the large Facility and the organizational structure 
in place to support these functions. It included a review of the Awardee's process for acquiring 
and managing inventory and for disposing of nonexpendable property purchased with NSF 
funds. The review evaluated tiiese systems to confirm that prescribed, written policies and 
procedures are incorporated, internal controls are in place, and the systems are capable 
supporting the Facility. The scope also included an assessment of whether or not the#yslems^of 
this core functional area are consistent with NSF expectations and compliant with the terpis and 
conditions of the NSF award. 


The review was not refined. 


It was determined that both a desk review and site visit were necessary. 


vX 


6.8.2 Sources and Methods 

• Awardee Participants: G. Faas 



The desk review involved assessing the information provided by the Awardee and collected via 
teleconference with Awardee staff. Additional information was gathered through discussions 
during the site visit. Appendices B and C contain a list of supporting documentation gathered 
during this review. ^ 

: J 

Testing was performed on a sample of tliree assets judgmentally selected from the most recent 
inventory report which identi^^ government-funded property acquired by transfer or 
purchase. Samples were sel^^i^ased oh a variety of dollar values, types, and locations. The 
number of assets selected category is summarized in Table 11. A list of attributes 

used to analyze each sainple is ^^ined in Table 12. Summary of Property /Equipment Review 
Results along with the results of the review. 


Table 11. Summary of Pf operty/Equipment Assets by Value 


1 As,vt Value ($K)’ 

Total Selected (Number) j 

<S 

3 

\ 5 - 49,9 

7 

*. 50 - 99.9 

0 

100 - 500 

0 

>500 

0 

TOTAL 

10 i 

’values have been rounded 
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Table 12. Summary of Property/Equipment Review Results 



OK * meets attribute 


INSUFF= documenJ 


file does not meet requirement; NA= 


i 21-00000 

$7,995 

07/12/2010 

OK 

OK 

NA 

OK 

OK 

OK 

l 21-1(X)01 

$5,180 

04/01/2010 

OK 

OK 

NA 

OK 

OK 

OK 

21-(X)002 

$9,995 

11/^/2010 

OK 

OK 

NA 

OK 

OK 

OK 

i 21-50008 

$1,800 

11/05/2010 

OK 

OK 

NA 

OK 


OK 

21-50007 

$3,918 

06/28/2010 

OK 

OK 

NA 

OK 


OK 

21-50009 

$19,900 

11/15/2010 

OK 

OK 

NA 

OK :. 


OK 

21-00012 

$12,990 

11/30/2010 

OK 

OK 

NA 

OK 

OK 

OK 

21-00020 

$6,249.1 

9 

02/15/2011 

OK 

OK 

NA 

,OK 

OK 

OK 

21-00021 

$3,225.5 

1 

02/15/2011 

OK 

OK 

NA 

OK 

OK 

OK 

21-00000 

$7,995 

07/12/2010 

OK 

OK 

NA L, 

OK 

OK 

OK 


|»pim*i..v I loiAKW oiH 

U a clearly. sti iicture llut hd> 

.. ngfKcraality, 


i not applicable; NIF = documentation not in file 
I ’ Values rounded 

6.8.3 Observations 

PKIM ll’i II \ M \N \( I Mi 
1111 I'KOi’IKn \M)10LI1'\ 

dT ^ 

PRACl ICE 1.1. Tbe Awardeeishoul4 
direct )i ‘.pc'iisibility for the pro^rty 

.. ' ■’S' ' 

NEON, Inc. Property and Equipment (PE) administration is centralized under the CFO^s 
Logistics group with support from the Controller and Procurement and Contract (P&C) 
departments. The Logistics Manager and his staff are responsible for asset receipts and 
inventory control. The Logistics Manager oversees the property management aspects of the 
asset, (.^.physical accountability, tagging, inventory control, and disposition. He is supported 
by tl^ W^ehouse Supervisor and Assistant who are responsible for receiving the assets at the 
central pIQ warehouse and recording the asset into in tire Property Management System (PMS) 
that is pitened to be entirely within the Maximo system that will be interfaced with MS 
Dynamics through several manual and automated processes. The Office of the Controller 
provides support for the fiscal control of the assets including accounting records, periodic 
audits, and updates to the capital asset accounting process. Capital asset accounting will be 
accomplished through downloads of capital assets from the Maximo system into Excel, where 
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information can be sorted, depreciation calculated, and journal entries prepared as necessary to 
comply with the US GAAP. A designated accountant on staff supports this function. The 
Director of P&C, with support from a senior contract administrator and a group of Buyers, 
handles the acquisition process to obtain the asset. 

There were no specific references to the projjerty management function on any of the 
organizational charts {i.e., NEON, Inc. Organizational Charts, Finance, Accounting, and Logistics 
chart) altliough this was not a problem. Within tlie organization, it was understood that the CFO 
group was responsible for accounting, logistics and the warehouse, including property 
management. All activities are centralized at HQ. There is currently only a limited inventory to 
monitor and Logistics works with tlie Pis and the departmental administrators for daj^ to day 
accountability. 

With the advent of the construction phase, new equipment will be purchased and distributed to 
remote sites. The distribution of equipment away from HQ will requii^ additional monitoring 
resources and coordination. NEON, Inc. has already anticipated this need.and has a proposed 
hiring plan in place to coordinate property oversight roles. The Controller's Office plans to post 
a Capital Asset Accounting position to monitor the asset on the financialrecords and Logistics 
will post a Property Specialist who will have primary respdnsibility for tlie property 
management process and work with designated domain properly: administrators at remote sites 
for property oversight. At the current time, PDs for these positions were not available although 
die functional responsibilities and new position titleg^^e already been posted in PPM. These 
PE functions are currendy being filled by the Controlra fa^ the Logistics Manager respectively. 
NEON needs to ensure that sufficient staffs widi definedpurpose are hired and trained to 
address the property management requirements. 

PRACTICE 1.2, Roles and duties of staff^mgmbers re^otisible tor propcrtv and equipment 
nuinagemont for the T'acilih,’ should i learly assigned and dolinod. 

Roles of Logistics staff resp^fcHjJffwPE Management are defined in their respective PDs 
although all of the duties wer^fc uSiided in the PPM. Further, there was no policy or 
procedural documentation that c^veyed the current operating model for property 
management. 

The PPM section on Property Management Responsibilities reflects the PE roles and 
responsibilities that need to be in place to accommodate the construction ramp up. Roles 
define(J4p the PPM are prospective {i.e., Fixed Asset Accountant Property Specialist, Domain 
Proj^ty Administrator). There does not appear to be a policy or procedural document that 
conveys til^current operating model, and, in particular, the role the Logistics Manager and 
Warehou^ Supervisor play in the process. Overall, the CFO is charged with oversight of the 
Property Management System (PMS) including policies and procedures, training, and overall 
communication although, in practice, these responsibilities are carried out by the Logistics 
Manager. The Logistics Manager also supervises tlie warehouse staff and is responsible for 
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maintaining the relevant sections of the PPM. Descriptions of roles and responsibilities are 
included in their position descriptions. 


It is anticipated that the Property Specialist, once hired, will report to the Logistics Manager and 
will manage the inventory and training process. As field sites become operational, the Property 
Specialist is expected to work with each of the designated Domain Specific Property 
Coordinators to ensure tliat the field property and equipment is properly identified, located, 
and maintained. Further, the PPM does not detail the specific roles that the Logistics Ma nage r 
and Warehouse Supervisor will play to support this process. Further details on their rol^^^^ 
property management (i.e., supervision, oversight, and inventory processes, consistent 
fiieir position descriptions), should be included in the PPM. 

In accordance with the Award Management Responsibilities Matrix,^'''^ tlie PI has primary 
responsibility for property and equipment management under their pui^view witli tiie 
secondary role provided by "other departments." However, the matrix does notinclude specific 
references to the role of the Logistics Office in the process. This seerqs^^ to 8pi^ct with the roles 
identified in PPM. Logistics roles should be highlighted in the matrix^'- i 


PRACTICE 1.?. iheAv 
equipment m<in.igement t ^ 
sui-cessfiilly supp >rt the far^ 


and : 

ntinuing educational o^f:Sbrtuhitie.s to allow them to 
tity.r 


Witli the advent of the construction phase, staffing le^ ^ p support property management will 
increase to accommodate the ramp up in acquisitions and the distribution of assets to remote 
sites. Roles will change. NEON, Inc. has already anticipated this need, and has identified an 
Asset Accountant position in the Controller's Officer who will focus on capital asset accounting 
and a Property Specialist in the Logishcs area who will manage the property management 
process and will work with desimiated domain property administrators at remote sites for 
property oversight. These n^^^&ihons will provide checks and balances to the process. At the 
current time, PDs were not these new positions although the functional 

responsibilities and new positivities were referenced in the PPM. 

PE and PMS system related training is currently handled informally by tlie Logistics Manager 
and the Warehouse Supervisor although a formal training program will soon be developed. 
NEON Humaa^Je^urees recently hired a Manager for Learning and Development who will 
coordinate tlie tra mi^ needs for the entire organization. It is anticipated ttiat the property 
management program will be assessed and a dedicated training plan developed. In accordance 
with Pjop 0 r^\/jind Equipment Management , the training role will be handled by the Property 
Special^! (^^^fonce that position is filled. The PS will be expected to provide on*going training 
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to DSPC staff to ensure that they are up to date and understand NEON's property and 
equipment policies, the Maximo asset module and the Federal requirements. 

NEON needs to ensure drat sufficient staffs with defined purpose are hired and trained to 
address the property management requirements. The future clrallenge will be the coordination 
of accountability for all of dre components {ie., 30,000 sensors) of the property mairagement 
system with the 110 remote sites in the 20 defined domains. 

PRACITCE 1.4. The Awardi^e should Ifeve a delineation of responsibilities for dre pro|vr[\- lUid 
equipment functions to ensike checks ^d balances. 

The listing of Property Management Responsibilities^'^^ supports the segregation ofd,i^tieSL% « 

Acquisition of the asset is a function of P&C staff members who are expected toTollowThe 
protocols established in the Procurement and Contracts Section^^^ of the PPM..Xhe Cor^tr'SUePs 
Office has oversight of the Capital Asset Accounting component and records the purchase of 
the asset into die D3mamics financial system. This information is integrated with the Maximo 
asset module, controlled by the Logistics group, which captures information on receipt of the 
asset. Once an asset leaves die warehouse, the custodial deparhiient assumes responsibility for 
the asset and is required to use, maintain, and safeguard die propertyln accordance with the 
Federal guidelines. The Logistics Group verifies that this is done as part of the inventory 
process and is expected to record this information into the official property records. 

Equipment shipments are delivered to NEON, Inc.. ^ warehouse or remote sites and 
must be signed for by an authorized employee cdnsjlst^fwith the established standards for 
property control. Property receipt at HQ is handed by the Warehouse Supervisor and staff and 
distributed. Receiving reports are signed Authorized employee indicating that tlie 
receiving official has checked the quahtit|L|^#ifion, and type of property received. This 
information is also compared with die Piircitere Requisition data in tlie financial system to 
ensure that it was an authori^^^urchAsq before the receiving information is captured by the 
Logistics staff into the Maxi &i dJab aste; Controls are in place to ensure that property has been 
documented. Property records^^^pported by properly certified documents which record, 
receipts, issues, adjustments, am^isposals. The procedures allow for the property custodian to 
bring discrepancies to the attention of the Logistics Manager. The equipment is then shipped 
out to the departments and- accepted at the site although the PPM is not explicit on who had the 
authority to signand accept equipment. Written guidance should be included in the PPM to 
indicate those who have authority to sign and accept property. 

^ s 

Staff tind^stands their roles and tlie need to segregate responsibilities. These roles will change 
when the Construction phase commences. Roles of the Property Specialist, tlie Capital Asset 
Accountant, and the domain property administrators are expected to establish sufficient 
dish'ibution of responsibilities to ensure checks and balances. 
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L -,t'r ssl- ^nOL LDILAVF Pi'i .. Li5i'__-JA_ 

i F ^in.:\v:RA. wRAi ef* \s.^- 

rRA( IT( 1 2.1 ] Msliii)^ polirjc s ritid prcuotiuns should ix\[Uii^ das^ifiCtUion for tv|'«s 

The policies cited in the Procurement and Contractsi^ section of the PPM, and die defined, j ;, 
procedures in place in the PCGM appear to be sufficient for the overall acquisition of proper^. 
Only authorized staff within P&C has tlie delegated authority to review, approve^ and place; 
purchase orders for property ensuring effective controls. Capital assets are purchased within 
the established in the Approval Requirements Matrixi^ of the PPM. The review of Uie sampU's 
selected for equipment acquisitions were documented in accordance with the PPM^ the Federal 
regulations and the terms and conditions of the award (Table 12). ^ 

The NEON capitalization standards are in Capital Assed^^ of the PPM.' By definition, a capital 
asset is a non-consumable item or system purchased or constructed with a total value of or 
more and a useful life of at least one year. NEON has adopted the 'Svhole asset approach" when 
defining a bundled capital asset which will include many of 30>000' sensors that will be 
purchased. This asset approach considers an asset to be an assembly of connected parts and the 
costs of all parts associated with the initial asset strucku* are capitalized and depreciated as one 
asset rather tlian each component individually. How®^V|iII components comprising the asset 
are inventoried and recorded in the property managenfeiw system. This will simplify the asset 
accounting aspect of the asset while the individual components will still be accountable in fite 
property management system. To accomplish this "bundled asset" approach, the accounting 
system classifies a system in the process of being constructed with a "Construction in Progress" 
code which will include all of the components of the system. Once the asset goes into service, it 
will be reclassified and tracked as a specific capital asset although all components of the asset 
will be linked together. This will be important to keep track of the 30,000 sensors that are 
expected to be purchased. The current inventory system is in the developmental stage and this 
capacity was not reviewed to validate this approach. 

\., 

The Capital Assets section of the PPM^^^ lists examples of capital assets including the associated 
capital asset category as well as tlie estimated useful life. The Capital Assets section of the PPM 
goes into detail on the methodology that is used to estimate the depreciation of an asset for 
GAAP rgjofting purposes although NEON, Inc. recognizes that the current asset base was 
exclusiv^ funded with Federal support and is not subject to depreciation. Costs of assets are 
char^jWtfa^ program when tlie expense is incurred. 
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The NEON property management system also has the capacity to record property information 
on assets that may not capitalized but are tracked for management purposes. Specifically, 
information is maintained for non-capitalized assets that are included in a construction in 
progress account, non-capitalized asset that require maintenance or has a useful life greater 
than one year, and sensitive items. This information is currently maintained on departmental 
inventory records but soon will be included as part of the NEON, Inc. inventory. 


PU \i.T F( I 2.2 iDtcrndi < onirols should K* in plaio U> ensure appropriiiU* uqiusiiiou wi 

Only authorized staff within P&C has the delegated authority to review, approve,, and place 
purchase orders for property ensuring effective controls. Capital assets are pi^hased witiiin 
the established Approval Requirernents Matrix^^^ and Signature Authonty^^^ guidelines. Equipment 
acquisition requests are initiated by responsible program staff into the purchase order system 
after discussion witli P&C ensuring that the specifications are clear and the orders are placed in 
accordance with the equipment requirements. The purchase requestmust meet the conditions 
cited in Conditions for Acquisition and Use of Equipment Section o£ the {i.e., necessary 

for the research, not otherwise reasonably available and ^^iyble> and consistent witli the 
terms of the award). Since NSF is the only sponsor for equipment purchased to 

date has been used for the NSF award. ^ X 

Purchase requests include the budget number and a^^^ent asserted by the requester that the 
goods and/or services are necessary. However, tHere'isrlo process in place which screens for 
available items. This is understandable considering that NEON, Inc. is a new entity and there is 
limited inventory available. Although, as the number of inventory items increase, a procedure 
should be developed to ensure that the inventory is screened and that the equipment being 
requested is not readily available within the institution prior to purchasing it. 

Acknowledgement that the sg^^ng took place should be included in the PR statement. 

Purchase requests are forwar^^^le^onically to the P&C based on the established review 
protocols. Requests are reviewed^r compliance with internal policy and acquisition standards 
before the orders are placed. Only authorized P&C staff, identified in Appendix E, Signatory 
Authority, Jmve tlie c^^g^ed authority to approve and place purchase orders for property 
ensuring effectiy^fflfaw. The signatures on the purchase requests reviewed as part of the 
sample base wra^i^istent with the delegated authority levels and included appropriate 
supporfeg docum%iTation. 
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Most of NEON, Inc/s materials and assets are received at HQ warehouse and are inspected and 
distributed. The Warehouse Supervisor or Assistant examines all shipments for content and 
damage. Procedures are in place to address discrepancies or damage to the shipment. If the 
package is acceptable, the Warehouse Supervisor documents receipt of the material on the 
packing slip and enter the receipt into the Property Management System. Specific step-by-step 
procedures for receiving and incoming quality control have been drafted in the Headquarters 
Warehouse Receiving Procedures, wluch will be incorporated into the Logistics Procedures Manual. 
Issues with the proposed guidelines were discussed with staff during tlie on-site review. 

NEON has elected to identify property and equipment utilizing a visually enabled (color te.g) s 
process for all assets even if the value does not meet the capitalization threshold. Each trackable 
asset is assigned a unique asset number and labeled with a corresponding equipment barcode 
(Capital Asset/ Property Identification) which also indicates ownership of the asset. T'itle to all 
equipment purchased with NSF funds is vested with NEON, Inc. althoughNSB reserves a 
reversionary right to all of the capital assets purchased with NSF funds.^ • ; 

The process involved in tagging assets is unclear. The Property and Equipment Management 
Overview of the PPM does not specifically address the step by step prqcess required to affix a 
property tag either at the warehouse or remote site. The PPM ^eihs h? suggest that Logistics 
provides each department with a number of property tags and the PI or property administer is 
expected to physically tag each piece of equipment when it is received and records the relevant 
inventory information into Maximo module. Howev^^pwas unclear who had authority to 
enter information into the Maximo system or if svste^ ^y ss was controlled. Further, there is 
no indication if the tagging process has a sequ^d'ally pumbered control system in place or if 
standards were established to affix a property tag |n'a c^^ location for similar pieces of 
equipment. It would seem that a standardized projcedure might facilitate the inventory process. 
The tagging process as well as system level authorities should be clarified in the PPM. 



PRACTICE 2.3. The Award^ should adequ^^Sbcumcfttation for acquisition of Federally 
funded equipment. ^ 


The review of the samples Selected for NEON, Inc. equipment acquisitions were documented in 
accordance with intemalpoIlGy> the Federal regulations and the terms and conditions of the 
award, justifications for the. purchases were included in tlie documentation and the purchase 
orders were properly aufitorized by staff in P&C in accordance with the appropriate signature 
delegation. Receiving and sliipping documentation was also reviewed and found to be 
complete. 

Currentiy,TsJSF is the only funding source for equipment acquisition for the Facility and no 
policies and procedures are in place to document expenditures for equipment charged to more 
than one funding source. During discussion, the CFO indicated that these procedures would be 
developed if the need arose to do so in the future. 
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procedttf? • |Mi*pt ruse of Federally-funded pi I'^vrtx iinil oi|nipiiu iil 

As part of the inventory review, the Property Specialist (PS) is expected to monitor equipment 
utilization and work with the technical director to ensure that property is used in accordance 
with contractual autliorization and the purpose for which it was acquired.^®^ However, * 
Property and Equipment Management Overview, Utilization^®® section outlined in the PPM 
does not reference the technical director's responsibilities in this oversight role and should be 
clarified. In practice, there currently is no conflict because all of the equipment acquired is used 
to support the Facility. 

The Property Specialist is also expected to monitor equipment maintenance and record relevant 
data into the Maximo system. However, the inventory process has nOt yet been initiated and the 
system currently does not have the functionality to capture this mforftiatiDn. The vision of the 
property management system is to automate via barcode and, track asset activity with a "cradle- 
to-grave" approach (ie., to track everything that happens to a^-p^artlcular piece of equipment that 
will be included in the metadata. This will be an effective tool in monitoring and maintaining all 
of the Facility's assets. ^ 


KlACnCE 3^. The Awardee should adhere U> i oderal and organizafionai policies and 
procedures to ensure proper disposition of Federally~ftmd(*d property and equipment 

The policies for equipment disposition (Property and Equipment Management Overview, 
Disposition^®® section in the PPM) included some of the steps that are expected to be followed 
when an item is declared excess ,.a l thou gh some of the relevant processes were missing. 

The procedures do not idenm" personnel who are responsible for contacting an agency 
property manager when an is considered excess. The policy is also silent on how to 

treat income received as a resul^^disposition or salvage. The policy does not contain processes 
for determining the conditions under which equipment is transferred, sold, or loaned to another 
institution nor does itidenhfy the method for handling such transfers/loans. There is some 
guidance in Movement/TransportationP^'^ of the PPM but this information is vague and needs to 
be more detailed including appropriate notification and tracking forms. 


iring^e te 

ad i 


teleconference, it was acknowledge that policies and procedures were being drafted 
ii)ese issues. The drafted procedures should ensure that movement of the asset 


184 PPM Section 3.6 
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PPM Section 3.6.13 g) 
^a^PFM Section 3.6.13 (C) 
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follows an appropriate review criterion and that the asset is recorded and tracked throughout 
the process. Policies should be revised to clarify these procedures. 


PKIM liM P 1 Pill AW \\{\i\ I SllOL'inilAM- AS^SUMIN IM \n P(iP< sji I \V\t. 
A\P'\1\P\1 IPMIM ri'K< HAM lUM I IP 1 1 P>l K \l PI \P)^ 

PU \( J P( P- 4.1. 1 ho Awardee should liavd p».)lu’u‘s and procvilures in ])la< o tv* sh.ii 

1 ‘iliiipi'u i.r purchased witlli Federal funds ^ maintained in giuid rondiPion. i lie Vwarili’i- aisij 
''(i. Ml III ha\e a process in place to repori|^h damaged, or stolon property t«> 

The Property and Equipment Management Overview, Maintenance^®® section of tlie PPM, 
provides guidance to staff on the need to maintain equipment in good condition. Mainfcnance 
schedules are expected to be monitored by tire Property Specialist based on information stored 
in the Maximo module and coordinated with the Domain Property Administrator and the 
technical director. However, roles and responsibilities are not defined and tlie coordination of 
this effort is unclear. The PPM should include roles and responsibilities as^bciated with 
maintenance of equipment including routine coordination. , 

Although tlie functionality is not currently active, the Ma3^ff^sfeEni|is expected to have the 
capacity to store maintenance and warranty information'^^ maintenance schedules 

and reminders can be generated. The system would auton^^Sl^heck the warranty coverage 
before a repair order could be scheduled. Calibratio^*®^intemnce, and repair data and costs 
will also be recorded and made part of the historic ir^^^ation. 

There is a general recognition in the PPM thajt property should be secure and safeguarded and 
relies on the judgment of the custodian to ensure that this is done. Specific security protocols 
are identified in Physical Security section of the However, the PPM does not provide 

any specific examples or recommendation, on how to safeguard assets deployed in the field. The 
PPM should reference minima^^ectations necessary to physically secure an asset to prevent 
unauthorized use. J 

NEON, Inc. has general policies ^place^^ to report lost, stolen, damaged, or destroyed 
equipment. These are adequate although the section might benefit from more focused 
procedures {i.e., ide^tyEi|ig who has responsibility for investigating the theft, how the 
information should oei^orted to the Property Specialist); reference should be made in fiiis 
section to the Capital A^t Disappearance/Theft form. It is also unclear from the policy what 
additicmsteps the Property Specialist must take to notify government agencies in cases where 
the pr^^tv is GOE. 
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y JRACnCE 4.2. Guidance for security and maintenance of property and equipment purchased 
federal funds should be provided tdlsubawardees. 

Policies and procedures for Subaward monitoring are in tire PPM^^^. It is the responsibility of 
the P&C staff, as well as the PI, to ensure that the terms and conditions of the sponsor are 
followed. Prior to issuance of a subaward, P&C performs a risk assessment of the organization 
to identify any potential risks or concerns that may need to be addressed in the terms of the 
agreement. Special conditions may be necessary before the award is issued. In addition, the 
agreement will include all of the specific flow down provisions required by the prime NSp% 
award. 


The PI has prime responsibility for Subaward oversight and works with P&C to‘ resolve any 
issues or concerns. Each year, according to the policy, P&C is expected to send a form to each 
subrecipient to obtain a self-assessment of issues or concerns. However, this form has not yet 
been developed nor is there guidance if the subawardees failed to perform*. Revisions should be 
made to these practices in the PPM. • ^ 

NEON has a responsibility to ensure that government property' or government furnished 
property in a subawardee's possession is adequately protected {PPM Subcontractor Control).'^^! it 
is unclear, though, if this responsibility lies with the Property Specialist, the PI or P&C. 
Clarification on oversight responsibilities should be provided in the PPM. Although there are 
no subcontracts currently in place with government funded equipment, this situation may occur 
in the future. NEON should be prepared by developing-a more elaborate subawardee 
monitoring policy and program, specifying the roles and responsibilities of staff with subaward 
oversight responsibilities and identifying those with authority to engage the subawardees in 
corrective action. Further, if there is government owned equipment involved, procedures need 
to be developed to ensure that tlie eqiiipmenf inventory is reported annually to NEON, Inc. 
and, in turn, to the NSF Property Officer. 

PRINCIPLE 5. THE AWARDEE'S INVENTORY AND RhC ORDKlil PING PR A( ’I K'l S 
SHOULD BE IN COMPLIANCE WITH FEDERAL R^^lREMf N1 S AND SHOUI D B1 
MAINTAINED ACCURATELY IN A PROPE^^NfMAGliMFNl OR INVEN-lOKY 

SYSTTO, ^ 

PRACTICE 5.1. The Awardee should have an equipment invcnhirv system Uiat mt'cts the 

requirements of 2 CFR 215 34 

The inventory system supporting NEON is advancing through various stages of development. 
At the outset, the Maximo module was integrated with tlie purdiase requisition system and 
used to record asset information when it was delivered to the warehouse. Recent enhancements 
have allowed tlie Logistics group to capture additional data elements and inventory control 


PPM Section 4.4 
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information. However, reliance for inventory information continues to be placed on 
departmental spreadsheets. Several enhancements to the Maximo inventory module have been 
recommended and are pending. Implementation of these would bring tlie Maximo inventory 
system into compliance witli the administrative principles and consistent with tlie policies, 
practices, and procedures in the PPM. These recommendations should be implemented quickly 
to ensure conformance to the standards. At tins stage, it is important to record all of NEON's 
current assets properly in a compliant inventory system before moving into the construction 
phase of the project. 


The current guidelines in the PPM are written prospectively in anticipation of the ramp up to 
construction and do not reflect current operating procedures. The plan is to migrate the 
inventory oversight responsibilities to a Property Specialist in Logistics and a Fixed Asset 
Accountant in the Controller's office, respectively, who will have primary^responsibility to carry 
out the inventory process. PDs for these positions were not available. The emdsioned process 
will require a "verification team" {i.e., the Property Specialist and someone fr^a Finance) to 
verify the physical location of each asset and are expected to work with each Domain Specific 
Property Coordinator to locate the item although this coordination efforfcwas not detailed. The 
Team will verify the asset number, description of equipment (including serial number or other 
identifier), location, and condition. Other inventory elements required by A-110 (acquisition 
cost, acquisition date, current value, source of funds, and title) are captured when the asset is 
processed at the warehouse. 

Procedural guidelines (e.g.. Conduct a Physical Inven^ fc^^ iQ Warehouse Receiving) have been 
drafted and will be incorporated into tlie PPM price fiit^^ed. The procedures reference an 
Equipment Inventory Form that is expected to completed by staff during the inventory review 
process. Instructions need to be developed for guid^ce on completiiig this form and 
clarification on where tlie form should be'sent. Instructions on the form direct the submitter to 
send the form to "A&FS Equipment Management" but this entity is not reflected on any of the 
organizational charts. ^ 


During discussion, it was learriMthat that ttie Logistics Group and Finance were working 
togetlier to tag and inventory all irems included as capital assets in the financial system. Tliis 
review should be completed as soon as possible and relevant data recorded into the Maximo 
property database. ; 

I 

NEON, Inc. has developed an elaborate tagging system to track capital assets as well as otlier 
items that may not meet the capitalization threshold (i.e., sensitive items) but need to be 
morutored- The PPM lists some of those items. However, the departmental inventory records 
that w§re reviewed did not include items such as NEON, Inc. computers. Efforts should be 
made to capture relevant information into the Maximo system for items referenced in the PPM 
consistent with policy. 


Report Release Restriction: These reports aiv internal National Sdentx Foundatkm jvcordsand ftey are ml to be n’leased to anyone outside of the NSFwitlmct 
advanced apprcnml hi/ the large Facilities Office, OfficsofBud^f, F^na and Award Mam^menlan^or the Legal Analyst in the Office of the General Counsel 
All infirrmation contained in tliese reports must fv trealedasconfidentialandamnottobeusedforpurpoR’sollu'r than originally inlemied without prior 
concurrence as noted ahcn>e. 


NEON, Inc./NEON BSR REPORT 


-105- 


FINAL REPORT 



245 


National Science Foundation 


Property and Equipment 


In accordance with the PPM, it appears that the Property Management Specialist as well as the 
Capital Asset Accountant has the authority to enter information into the Property Management 
System database although the authority level and system controls are unclear. There are some 
document references that mention tire Domain Property Administrator witli entry level access. 
Specific authority levels for the property management database should be identified and 
documented and only authorized personnel should be able to enter, modify, or alter property 
records. An effective checks-and-balance process should be maintained for identifying and 
entering fixed assets in the NEON master property control file/ fixed asset subsidiary ledger. 
This process should require certification on various levels to prevent any one individual ffShv, 
adding or deleting assets without authority. 


PRACTICE 5.2. 1 he Awardee should have de 
equipment purchased with Federal funds..?. 

PPM Financial Review ofAssets^^^ describes the monthly process performed^ Wtfil'CbntrolIer's 
office to reconcile capital asset accounts. These accounts, witlun the asset sub ledger (Maximo), 
are compared to those posted in the financial General ledger (Dynamics) and any discrepancies 
are investigated to determine the reason for the difference. For t^^ost part, few financial 
discrepancies are identified because the mondily review i^idotieMte^everal controls to record 
the asset have already taken place. Wlien die requester puts a PR inro the system, it is expected 
that the correct account code will be used. The PR goes through several levels of review - 
supervisor, P&C, and accounting, before it is posted system. The Senior Accountant 
reviews expense accounts in the GL related to fixed capture any amounts that were 

expensed that should have been capitalized. The 'vast'm^rity of equipment will have part 
numbers and the item master will indicate that it is part of a capital asset. Necessary 
adjustments are made with the approval of the Controller. Although accounting adjustments 
are made on the GL, it is unclear how tlie Maximo asset module data is updated and reconciled. 
The PPM does not go into detail on the procedures or processes that should be followed nor is 
there any emphasis in the m^i^tioh the need for timely updates to the systems. These 
processes should be referen^^ ii^lffle PPM. 



PRACTICE 6.1. The Awardee should have clevelo 
the award terms, conditions and S}>Pcificahons rel 
appropriate staff members of tliese terms and con 

Inform^^n on award terms, conditions, and specifications related to property management are 
dissemin^d by P&C to the PI and appropriate staff within CFO in accordance with the Award 
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Management section of the PPM.^^ Special terms and conditions relating to property are 
brought to the attention of the Logistics staff to ensure compliance. The NSF awards did not 
have any special conditions pertaining to property management. All the equipment purchased 
under the NSF awards is titled to NEON, Inc. although NSF retains a reversionary interest. 

P&C has drafted award closeout procedures which identify tiie PI as the responsible staff to 
report capital equipment to an agency. However, this process conflicts with that which is stated 
in Section 3.6 of the PPM {i.e., that the NEON, Inc. Property Management office (Logistics) is 
expected to prepare any property reports required by the sponsoring agency). Coordination 
between the two offices on reporting responsibilities should be clarified in the c 
documents. Further, there should be a process in place whereby the P&C office is hen 

tlie property reporting requirements have been completed. 

6.8.4 Results 
Areas of Concern include: 

PE-1: A physical inventory should be conducted in accordance with the provisions of t the 

Uniform Administrative Requirements for Grants at^d Agreements with Institutions of 
Higher Education, Hospitals, and Other Non-Profit Organizations, Equipment.^^s jhe 
inventory should be conducted at least once every two years, with verification of 
existence and location of the equipment as information on current condition 

and utilization. Inventory information shqu^^re^econciled with the accounting 
records. The PPM does not go into detail onTO^rocedures or processes that should 
be followed for the reconciliation process nor is there any emphasis in the manual on 
tlie need to ensure that the inventory is updated prompfiy. This should be addressed 



Areas for Improvement include: 


\ I 


PE-2; Internal operating ^o c^u res and PDs should accurately reflect the roles of staff 
performing the PE roles. Roles and responsibilities of property 

management staff shoul^^be clearly stated in the PPM consistent witli their position 
descriptions. R<?les of the Logistics Manager, the Warehouse Supervisor, Property 
Specialist, and Domain Property Administrators with regard to inventory control and 
data management should be specified in the PPM. 

PE-3: Current operating procedures should be identified. The PPM should provide policies 

procedures for staff on current operating practices for property management to 
j^j^ure that appropriate practices are followed. 


194 ppivl Section 4.2 
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PE-4: Develop a structured in-house training program, including refresher training, for 

property custodians and all staff involved in the various lifecycle stages of property 
management. The program should include a focus on their responsibilities for 
personal property management, usage, and disposal. 


PE-5: 


PE-6: 


PE-7: 


PE-8: 


PE-9: 


PE-10: 


PE-11:' 


Develop a process to ensure that all proposed equipment purchases are screened 
against the current inventory list to ensure tlrat tlie proposed asset is not readily 
available within the institution prior to purchasing it. Acknowledgement (i.e., check 
box) that the screening took place should be included in the PR statement. 

Ensure that the property management system has the functionality to record warranty 
information and produce the required maintenance reports. This is an important 
component for management of property, particularly at remote sites,^d NEON is 
encouraged to proceed quickly with this functionality implemen 



Revise the Equipment disposition process in the PPM. Several items ^ould be 
addressed: identify the personnel who are responsible for contacting an agency 
property manager when an item of GOE is considered excessf specify how income is 
treated as a result of a disposition or salvage, and explain the metliods and processes 
for determining the conditions under which equipment could be transferred, sold, or 
loaned to another institution. 

The Equipment Inventory Form should be Guidance instructions should be 

developed on completing the form. The form ^^ Aates that the departments should 
submit completed forms to "A&FS Equipment Management" but this entity is not 
reflected on any of the organization^ charts. 

Provide more detailed Instn^^ns to staff for completing and submitting forms 
identified in Appendices of thel^gM to ensure tliat the forms are completed correctly 
and are forwarded appropriate office for review (Appendix B - Capital Asset 
Disposal Forms, Donation / Scrap Forms, Capital Asset 

Disappearance /Theft^™^ 

Specific audiority levels for the property management database should be identified 
and documented. Clearly identify staff and authority levels to access, update, and 
change records in tlie Maximo property asset module to ensure that there is integrity 
of data. 

IJoeument the step-by- step procedures used to tag equipment and record the 
inforinsbon into tlie Maximo module. It is unclear from the review of the Property and 
Equipment Management Overview of the PPM, how equipment is tagged, eitlier at tlie 
warehouse or at the remote site. NEON, Inc. should ensure that all capital assets are 
recorded timely and accurately in the system. The procedures should include a 
standardized location to tag equipment to facilitate the inventory process. 
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PE-12: Consider utilizing GSAXcess to acquire excess government property which might be 
useful as the project moves into the construction phase. Participation in tiie program 
will conserve supply and equipment funds while supporting reutilization. 

PE-13; Consider developing policies and procedures to document expenditures for 

equipment charged to more than one funding source. During discussion, the CFO 
indicated that tliese procedures would be developed if the need arose to do so in the 
future. 
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7.0 FOLLOW-UP AND MONITORING ACTIVITIES!^ 

The follow-up and monitoring process begins 15 days after the last day of the site visit after 
issuance of preliminary resultsT^ The purpose of the follow-up and monitoring is to: (1) focus 
the Awardee's attention on the high risk areas identified in tl^e preliminary results; and 
(2) monitor the Awardee's progress in resolving the outstanding issues before closeout. 


After the preliminary results are distributed^ the BSR team leader contacts the Awardee BSR 
POC to initiate the follow-up process to resolve high risk issues. With NSF involvement, i 
Awardee is expected to develop an implementation plan that defines its strategy to ad 
these issues. 






The text has been updated from the BSR Guide vS.!, September 24, 2010. It now reflects the current 
procedures for follow-up and monitoring. 

This document is delivered no later than 10 da)^ after the last day of the Site visit. 
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8.0 SUMMARY AND CONCLUSIONS 

The NSF BSR team concluded tlie administrative business systems supporting the NEON 
Facility are in alignment with Federal regulations, although a number of high risk issues were 
identified across all CFAs. For some, the nature of issues {e.g., financial management written 
procedures) and/or the number of concerns (e.g., prof^rty and equipment) are potentially 
serious and if not attended to and closely monitored may have systemic impacts. For these 
reasons, the systems supporting these CFAs do not meet NSF's expectations for the stewardship 
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APPENDICES 

Appendix A: BSR Process and Definitions^s 

A BSR is conducted to assess the administrative business systems supporting a Facility in eight 
core functional areas. For tlie purpose of the BSR report, the Facility is defined as the totality of 
shared-use infrastructure, instrumentation, and equipment that are accessible to a broad 
community of researchers and/or educations. Consistent with the NSF process, the review is 
conducted using the protocols outlined in tiie BSR Guide and included scoping activities, desk 
reviews, and site visits. General considerations for determining the scope include evaluation of> 
items such as time period, award. Facility lifecycle, subaward and subcontractor roles and 
content of core functional areas. A BSR is implemented in three primary phases covering variety 
of activities. 

' ■*. 3 

These phases and tlie primary activities covered in each are described below* 


Pre-Site Visit 

BSR Scoping Phase - The scoping activities are a crucial component in the overall BSR review 
process as it provides the team members with a mechanism to determine the applicability of the 
individual core functional areas to the business systems under review for a tailored individual 
review plans that reflect the uniqueness of Facility. Pu^^se of the scoping phase is to determine 
how the BSR will be tailored to the large Facility undlr^wew, including the identification of 
previous reports and audits for leveraging. The scopii^^^xess also includes consultations 
with the NSF program staff and other NSF stakeholders to identify and collect relevant 
background materials, coordinate team meetings, and to arrange time for a preliminary analysis 
of available Awardee and Facility documentatidit contained in the official NSF files {e.g., 
previous reviews, A-133 audits, award terms ^d conditions). 

The outcome of tlie scoping'^a sjis the development of a review plan for each CFA. Each 
review plan outlines the pro^^TlS^ of the review as well as the methodology for the 
review. Development of a revie^plan is an iterative process. Review plans are continuously 
reviewed and updated hasedupon receipt and analysis of new documents and information that 
impact tile scope of the BSR. 

Document Collection and Distribution - Upon completion of the scoping phase the desk 
review process begins. At tiie outset of this process, the BSR team leader coordinates the SME's 
document request irom the Awardee. The BSR team leader coordinates tiie document requests 
and S^ai^ it tortile BSR point-of-contact at the Awardee. Upon receipt of tiie requested 
documeitts, the BSR team leader distributes to them to the appropriate SMEs. 


Text extracted from the current BSR Guide v3.1; section 3.0. Aspects of the process have been updated 
and have been documented in desktop procedures which supersede the Guide but the narrative here 
does not fully align with current practices. 


Report Reh'ase Restriction: These reports are interml Natitmal Science Foundation records and Utey arc not to be n'leased to anyone outside of the NSF xoithout 
advanced approval by the large Fiicilities Ojjice, Office of Budget, Fimncsand Aumd Mma^mcnt and/or tlw Legal Analyst in the O^iv of the General Counsel 
Ml information coniainedin these repents must ix‘ treated as confidential and are notfobeusedjbrputjyosesolher than oiiginally intended ivithout prior 
ronaitrence as noted iiku’c. 


NEON, Inc./ NEON BSR Report 


- 112 - 


FINAL REPORT 


252 



National Science Foundation 


Appendix A: BSR Process and DEFiNmoNS 


Desk Review - The purpose of the desk review is to initiate the assessment of the 
administrative business systems supporting the large Facility and to note findings to be later 
incorporated into the BSR Report. Not all issues are answered in the desk review. When this 
happens, SMEs note this as a potential issue requiring furtlrer exammahon and follow-up 
during the site visit. 


Site Visit 




Site visit activities may entail trips to the Facility remote sites and to the Awardee institution. 
The site visit is an opportunity for SMEs to follow up on outstanding issues, or those items Aat 
could not be evaluated during the desk review component of the review. Determination off site 
visits is based upon SME recommendation to BSR leader consultation with maiiagfiment. 


Post^-Site Visit 


\ 


Upon completion of the last site visit, the BSR team leader compiles tire core hmctional area 
reports into a consolidated document and distributes the BSR repprt to tlie NSF stakeholders for 
comment. NSF stakeholders provide their comments and recommendations to the BSR team 
leader, who revises tlie report accordingly. 

The BSR team leader seeks concurrence from the NSF stakeholders before issuing the draft 
report to the Awardee. This report should be available 60 business days following the 

completion of the last site visit. The Awardee is asked'f^^^iew the report for factual errors and 
provide written feedback. The BSR team leader and the NSF stakeholders evaluate the Awardee 
feedback, make the appropriate changes to the draft, and finalize the report. The team leader 
issues the final BSR report to tlie Awardee within 30 business days following the issuance of the 
draft report.^®^ Internally, the final BSR report is distributed to the to the deputy director for 
Large Facility Projects the NS FJ^ ogram Otficer, the Grants and Agreements Officer, and other 
NSF stakeholders as approp^fej " 

A BSR report provides the Rosimfeas a result of the BSR, as well as a description for each core 
functional area along with a breakdown of the scope, and sources and methods and 
observations for the Facility under review. Each of the items addressed in die core functional 
area sections are de^ribed below: 

• Scope dS^^he breadth of content reviewed for die core functional area. All principles 
.>and praeti^^n the review module should be addressed. The SMEs provide 
explanations ror any principles or practices that were excluded from the review. 

• Sources and Methods lists die sources of information used to complete the core 
functional area review and describes the information-gathering methods. This section 


If a deviation from the timeline is sought and approved, the due date is adjusted accordingly. 


Report Release Restriction: TJwse reports am inkriml NaHotial Science Foundatjonrecordsandthejfutrmt lobe released fo anyone outside of the NSFxoithout 
adx’anced approval by the Large Facilities Office, Office of Budget, Finiaux and Award Management and/br the U’gal Analyst in the Office of the General Counsel. 
All »!yi>rmi!f7(>n contained in llxese reports must be heated as confidential and are not tobe used jbrpuiposes other than originally intended xvithout prior 
concuiTcnce ns noted abirae, 


NEON, Inc./NEON BSR REPORT 


-113- 


FINAL REPORT 



National Science Foundation 


Appendix A: BSR Process and Definitions 


also identifies the individuals who were interviewed and tlie universe of samples tested 
(if applicable). 

• Observations provide the reviewer's overall impression of the administrative business 
systems that support the large Facility. In this section, the SME presents conclusions for 
each principle outlined in the module and comments on any areas of the business 
systems that do not comply with Federal requirements and NSF's expectations. 

• Results detail the results of SMEs' observations wliich include: 

■ Areas of Concern — describes the policies, procedures, and practices that are not in 
accord with tlie applicable Federal cost or administrative principles or tlie terms and 
conditions of the award. These issues must be addressed by the Awardee and are the 
basis for the development of the implementation plan. 

■ Areas for Improvement— outlines actions that the SME believes would improve the 

Facility's administrative business system. The Awardee is not tefi^dted to implement 
these recommendations. h; > 

■ Best Practices— higlilights the Facility's operational ap^d administrative practices, 
procedures, and policies that exceed the expectafionsiof a proficient business 
system.200 




200 With permission of Awardee 
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Appendix B: Briefing Packet^oi 

Briefing Packet 


TAB Document Title 

’ 1 

A 

National Ecological Observatory Network, Inc. (NEON) Introductory Site Visit Background 
Presentations 


Overview 


Project Overview 


Business Plan Review 


rr/Te!ecommunications > 


Human Resources ; 


Procurement •' 


Accounting 

B 

NEON Introductory Site Visit Draft Minutes -March 25 - 26, 2010 

C 

NEON Section of NSF 2011 Budget Request to C^g^ess - i 

NEON Introductory Site Visit Pictures ^ : 

D 

E 

NEON Readiness Review Agenda - AprU.4-6 2011 1 

F 

NEON Readiness Review Minutes - April 4-62011 ; 

G 

NEON Readiness Review Report . . > j 

Financial Information, Previous^^^dits and Koviei^s 

H 

NEON, Inc. Summary of Previous Audits and Reviews | 


Fiscal Year 2010 Ai^lBS Audit and Financial Statements 

J 

Fiscal Year 2009 A-1^? Audit and Financial Statements 

K 

Fiscal Year 2008 A-133 Audit and Financial Statements 

L 

2008 NSF Audit Response letter to NEON 

M 

&^EON Procurement and Subaward Review 2009 


201 Due to timing issues, it is not always possible to incorporate all of the items used in scoping. The 
listing contained here represents the items provided in the version of the briefing packet when it was first 
issued. 

Notes have been incorporated into the slide notes, given the considerable overlap in presentation and 
slide material. 


Report Eelense Restriction: Tliese reports mv internal NaUcmal Science Foundation records and dtet/are not to be n-leased to m\jone outside oftl^ NSF untlwut 
advam-ed approval bp the Large FadliHes Office, Office of Bud^t, Fhumce and Areard Management and/or the Legal Analyst in the Office of the Genera! Counsel. 
All information contained in these reports must treated as confidential and are not to be used for purposes ollter than originally in tended u'ithout prior 

conairrence as noted abovti 
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V NEON Awards Summary Information 
NEON Awards List 




NEON Award and Amendment Table ft '% 

: NEON Awards ^ 

Cooperative Agreement DBI-0653461 Initial N^^^Pr^rements for Science and 
Organizational Development j r x ^ 

Cooperative Agreement DBI-0735106 In m^ ^^ation of NEON Project Activities Leading 
to the Final Design Reviezo. ;■ 

Cooperative Agreement EF-0752017 Organizational and Project Management Support to 
complete the NEON Construction ^ody Qesign and Project Execution Plan. 

Cooperative Agreement EF:^S0823Zfunded under the American Recovery and 
Reinvestment Act of 2009M(Pubiic Law 111-5). Completion of the NEON Cyber 
Infrastructure Constructicmtr$tad^jV^ign. 

Cooperative i^^^enLEF7^40226 funded under the American Recovery and 
Reinvestmen^ct ^T O^ fPubUc Law 111-5) Fabrication and testing of Airborne Imaging 
■ _ Spectrometer. 

Terms and Conditions > 

NSF ^merican Recovery and Reinvestment Act of 2009, Terms and Conditions May 

^^^i^^rative Agreement Financial & Administrative Terms and Conditions (CA- 
"'^rKefective March 20, 2006. 

N^^^operative Agreement Supplemental Financial & Administrative Terms and 
^ ' Conations effective October 12, 2004. 

' ^ NSF General Programmatic Terms and Conditions for Grant Proposal Guide (GPG) 
Cooperative Agreements, effective June 16, 2005 




Confirmation from NSF DIAS AMBAP contact via email 8/23/2011. 
Confirmation from NSF DAS Property contact via email 11/19/2010. 

^ Confirmation from NSF DFM FFR Testing contact iiia email 8/23/2011. 


Report Release Restriction: These rejKirts are iiitental National Science Foundation records and Aeyare ml to be rvleiised to anyone outside of the NSF xmihcut 
advanced apprmil by the Large Facilities Office. Office cf Budget, Finance and Award Management mu^r the U-gal Analyst in the Office of the. Geneml Counsel 
All inforimfion coiilained in these reports must be Ireakd as conjidentialandarenot to be used Jbrpuiposes other than originally intended xoitliout prior 
conatnvnceas noted above. 
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TAB 

Document Title 






Y 

i BSR Guide - v 3.1, September 24, 2010 


z 

NEON Timeline 


AA 

; NEON Counterpart List 


BB 

NEON Consolidated Document Request List 





There may be duplicates items contained in the briefing packet and CFA work papers due to the 
recently adopted organizational schema that lists the briefing materials as a table. 


Report Release Restriction: These reports are. internal Natimal Science Foundation reafrds and tHe^ are not to be rekased to am/one outside of the NSF loithout 
adinmced npproinil by the Large Facilities Office, Office of Budget, Finance and Award Management and/or liie Legal Analyst in the Office of the General Counsel 
All information conlained in these reports must fv treated as confidential and are not to be usedforputjscies other than originally intended without prior 
concuiTciice as noted above. 
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A 

B 

C 


Introductory Visit Agenda 
Introductory Visit Minutes 

Award Management Teleconference Minutes 6/24/2011 


D 

i Human Resources Teleconference Minutes 6/27/2011 

E 

j Financial Management Teleconferences Minutes 6/27/2011 

: F 

Financial Reporting Teleconference Minutes 6/27/2011 i 

G 

Properly and Equipment Teleconference Minutes 6/28/2011 , ‘ I 

: H 

Property and Equipment Teleconference Minutes 6/29/2011 4 ! 

) I 

Financial Management/Reporting Minutes 6/29/2011 

J 

Budget and Planning Teleconference Minutes 6/30/2011 ^ 'vw % . 

K 

General Management Teleconference Minutes 6/30/2011 % 

1 L 

Site Visit Agenda 8/1/2011-8/3/2011 

; M 

Site Visit Minutes Day 1 , ■ 

: N 

Site Visit Minutes Day 2 %£ - v 

: O ; 

Site Visit Minutes Day 3 * 



Report Rekaee Resltidion: Vieto reports ore inlerntit Hatioml Sdertar Fiamdotirm letxmls and they OK mttohe rekosed hr otiyooe outside of tire NSF without 
adimued iippnmil by ilw Large Facilities Office, O^ffice o/Budgel, Finance and Award Management and/or the Legal Analyst in the Office of the General Counsel 
All iii^irnwfion contained hi these ivports must he tniated os conjuiential end are not to be used for purposes oth'r than originally intended witlwut prior 
conaiirence os Hofi’ifdfere. 
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TAB Document Title 

Position Descriptions 
Chiet Executive Officer 
Chief Financial Officer 
Chief Operating Officer 
Chief of Human Resources 
Chief of Education and Public Development 
Manager, Learning and Development 
H i NEON, Inc. Mid-Term Business Plan 


Appendix C: Review Work Papers 




A 

B 

c: 

D 

E 


NEON, Inc. Briefing Packet (See Appendix B) 
NEON, Inc. Organizational Charts (6/29/2011) 
NEON, Inc. Policies and Procedures Manual 
' Key Personnel 
Excluded 







Position Descriptions 
Chief Executive Officer 
Chief Operating Officer 
Chief Financial Officer 
Chief Science Officej 
Controller 

Director of Procureme^^nd Contracts 
Manager, fjpmng and Development 
NFON Rcspm jgiig ity Matrix 
Award Management C.'hecklist 

PN Training Records Spreadsheet - All Facility 





^ON, Inc. Procurement and Contracts Guidance Manual 
Key Personnel Requests 
Information Dissemination Examples 


Report Release Restriction: TJtese reports are interml NsHonal ScknccTktundaHon records and Ac^ere not (o be released to an\iom outside of the. NSF without 
aJx’aiK-eiiappnnml by the Large Facilities Office. Office of Budget, Fhumce and AmrdManag^Knl and/or the L-gal Analyst in the Office of the General Counsel. 
All infortruilmt contained in these reports must be treated as ccnfidential and are not to be used for purfiases other than origimlly intended zoiihout prior 
conairrenre as noted abam’. 
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TAB Document Title 
M Publications 

and Planning 

A NEON, Inc. Briefing Packet (See Appendix B) 

B NEON, Inc. Organizational Charts (6/29/2011) 
Position Descriptions 
Director of PMCS 
Chief Financial Officer 

C I 

Controller 
Project Cost Analyst 
Project Cost Analyst II 
D ' NEON, Inc. Cost Estimating Plan 
E i Excluded 

F I Contingency Management Plan 

G i NSF Large FaciHties Guide 

4 , FipancialMdh^gemerii; 

A i NEON, Inc, Briefing Packet (See Appendix B) . 

B j NEON, Inc, Organizational Charts (6/29/2011) 

C I NEON, Inc. Accounting Manual 

D i NEON, Inc. Policies g^^ocedures Manual 

E i Excluded 

; Position Descriptions 

■ Chief Financial Officer 

: Controller . 

F : - '■ 

Project Accountant 

i Accoimting Assistant 
Accountant I 

G Financial Management Samples 
» I inatuial Keporting 






Report Release Restriction: These reports ure internal Naiionai Sdena Faindafkm records aniitheif are not to he relenscd to anyone outside of the NSF loiRmut 
advanced approval by the Lurge Facilities Office, Ofiice of Budget, Finmux and AUHird Mana^nicnt and/or the Legal Analyst in the Office of tlte General Counsel. 
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TAB Document Title 

A NEON, Inc. Briefing Packet (See Appendix B) 

B : NEON, Inc. Organizational Charts (6/29/2011) 
C : NEON, Inc. Policies and Procedures Manual 
D i Position Description 

Chief Financial Officer 


Project Accountant Supervisor 

Accountant 

Accounting Assistant 

A/P Specialist 

Senior Accountant 


Excluded 

Financial Reporting Samples 






NEON, Inc. Briefing Packet (See Appendix B) 
NEON, Inc. Organizational Charts (6/29/2011) 
NEON, Inc. Policies and Procedures Manual 
NEON, Inc. Mid-Term Business Elan 




Position Description 
Chief of HumanResour^ 
Chief Operating Officer 
HumaiViResources Director 


: Staffing Manager 

Vu,n inistrative Service Manager 
^Learfeig and Development Manager 
Payroll and HRIS Manager 
G Domain Human Resources Strategy 
H Salary and Compensation Manual 


Report Release Resfritiion: These reports arc internal National Sdettce Foundation records anii they are not to be released to anyone outside of the NSF withcnit 
adpuna’d (ippnnml by tlu’ Large Faaliiies Office, Office of Bud^l, Fmance and Award Managemnf andfiyr the Legal Analyst in llw Office of the General Counsel 
All information contniiKdin thesi’ reports must be treated as cmfidential and are ml to be used/br purposes other Ifiiiti origiiuilly inteiuied without prior 
wnajrrenre as noted above. 


NEON, Inc./NEON BSR Retort 


- 121 - 


FINAL REPORT 




261 



TAB Document Title 
I Training Record - All Facility 
J : Diversity Commitment Letter from CEO 
K ; NEON, Inc, Employee Handbook 
L I Human Resources Strategic Plan 


A ; NEON, Inc. Briefing Packet (See Appendix B) 

B : NEON, Inc. Organizational Charts (6/29/2011) 

C NEON, Inc. Policies and Procedures Manual 
D NEON, Inc. Procurement and Contracts Guidance Manual 


Excluded 


Position Description 

Director of Procurements and Contracts J 

Assistant Director of Procurements and Contract! 


Senior Buyer 
Contract Specialist 
Sr. Contracts Administrator 
Contracts Administrator 




; Statement of Work form 




H i Specifications and form-t- 

I : Solicitations, Evaluation&noA ward of Quotations 

J Oral Quotes/Solicitations 
K Procurement Checklist 


; Procurement ^mples 




c. Briefing Packet (See Appendix B) 

B I Inc. Organizational Charts (6/29/2011) 

C I NEON, Inc. Policies and Procedures Manual 


D Property and Equipment Management 


Report Release Restriction: These reports are internal Notional Sciena FoufuJation records and ffieif are rmt to be released to anyone, outside of the. NSF without 
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Appendix D: List of Acronyms^o^ 


Award Management (AM), page 19 

Award Monitoring and Business Assistance (AMBAP), page 15 
Assistant Director of Procurement (ADP), page 82 
Budget, Finance and Award Management (BFA), 1 
Budget and Planning (BP), 19 
Business System Review (BSR), 1 
Chief Executive Officer (CEO), 30 
Chief Financial Officer (CFO), 31 
Chief Human Resources Officer (CHRO), 31 
Chief Operating Officer (COO), 17 
Cooperative Agreement (CA), 17 
Cooperative Agreement Financial and Administrative Terms and Condii 
Conflict of Interest (COI), 34 
Contingency Management Plan (CMP), 48 
Core Functional Areas (CFAs), 1 
Deputy Director of Large Facility Projects (DDLFP), 113 
Director of Procurement and Contracts (DPC), 82 
Domain Specific Property Coordinators (DSPC), 97 
Employee's Activity (EA), 5 
Equal Employment Opportunity (EEO), 71 
FastLane (FL), 4 

Federal Cash Transactions Review (FCTR), 13 
Federal Financial Reports (FFR), 15 
Fiscal Year (FY), 10 
Finance and Accounting (F&A), 38 
Financial Management (FM), 20 
Financial Reporting (FR), 55^ 

General Ledger (GL), 19 
Generally Accepted Accountiri§ 

General Management (GM), 19 
Government Owned Equipment (GOE), 8 
Grant Proposal Guide (GPG), 76 
Human Resources (HR), 20 
Information Teclmology (IT), 30 

Major R^^arch Equipment and Facilities Construction (MREFC), 10 
Micrtjsof^ynamics SL (MDSL), 53 
NatioriaIEc6l#gicaI Observatory Network (NEON), 1 
National Science Board (NSB), 10 
Office of Inspector General (OIG), 14 
Office of Management and Budget (OMB), 15 




pies (GAAP), 19 


Numbers denote first usage of acronym 
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Policies and Procedures Manual (PPM), 32 

Position Descriptions (PD), 37 

Principle Investigator (PI), 31 

Procurement (PR), 20 

Procurement and Contracts (P&C), 37 

Procurement and Contracts Guidance Manual (PCGM), 41 

Program Managers (PM), 11 

Project Execution Plan (PEP), 10 

Project Management Control System (PMCS), 44 

Product Team Lead (PTL), 45 

Property and Equipment (PE), 21 

Property Management System (PMS), 95 

Property Specialist (PS), 97 

Requests for Information (RFls), 86 

Request for Proposal (RFP), 86 

Sponsored Research Office (SRO), 36 
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